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INDIAN COMPANIES ARE ESTABLISHING GLOBAL FOOTPRINTS 


d 


TURNING 
IT ON 


"ymo з um E Omm 


GLOBAL 











pun 








DDINGHAUS 


Bao it 14.1 NPR HM KADY а саш O^ 


4 
BS FE N AAN 


OING GLOBAL MAY 
be one of those 
terms that creeps 
into popular vo- 
cabulary and re- 
fuses to leave unless editors and 
spin-doctors take it upon them- 
selves to practice utmost re- 
straint. Feel good is another such 
term as, indeed, is metrosexual. 
Still the term is probably the best 
way to sum up, from India Inc’s 
perspective, the spirit of the cen- 
tury. Looking back from the 
middle of 2004, it is evident that 
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GROWING OUT OF A NICHE 


thus far, this, the 21st century, 
has belonged to India: we have 
the second best cricket team in 
the world; Indian movies, music, 
and food are enjoying global 
popularity; and, most signifi- 
cantly, the country is creating 
economic tremors of the like 
Japan did in the 1980s and 
China in the 1990s, in the 
world’s #1 economy, the US. 
The coverage of the country 
in the international press rein- 
forces this feeling. Despite ac- 
counting for less than 5 per cent 
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of the international IT outsourc- 
ing market, India enjoys an 80- 
plus per cent share of column 
centimetres dedicated to the 
topic. No listing, general or spe- 
cialised, of individuals or com- 
panies, is complete without a 
smattering of Indian names. 
There are over a dozen Indian 
companies listed on the 
NASDAQ and NYSE alone. 
Forget the software services 
companies—their very business 
model requires them to be 
global, although to them must go 





NATIONA 


FORGINGS, AND PAINTS TO PACKAGING, 
IN A CLUTCH OF BUSINESSES. 











the credit for selling the modern 
India to a global audience. Look 
instead at other companies in 
other industries: Tata Motors 
sells its best-selling Indica in the 
UK through a marketing alliance 
with Rover and has also just ac- 
quired a truck plant in Korea; Dr 
Reddy's Laboratories boasts a 
research lab in the US; Asian 
Paints is among the 10 largest 
decorative paints makers in the 
world and has manufacturing 
facilities across 24 countries; and 
Bharat Forge, once just another 








family-owned and controlled 
small auto components com- 
pany (it is based in Pune), is to- 


day the world's second largest , 


forgings maker. 

Several things have con- 
tributed to this phenomenon, not 
least among them the standing 
of Indians as among the most en- 
trepreneurial people in the world. 
There's a superior higher-educa- 
tion system, the get-ahead-and- 
get-rich aspirations of a huge mid- 
dle class, a predominantly young 
population as compared to grey- 





in-the-middle US and Europe, and 
a born-again industry, freed from 
artificial constraints imposed by 
the state in the name of progress. 
With time, more Indian compa- 
nies will travel down the same 
road as some of the pioneers listed 
in this volume and ‘go global’. 
And join an exclusive club of 
multinational corporations who 
see geographical boundaries as 
irritating trifles that come in the 


way of boundary-less business of 


the sort that is the World Trade 
Organisation's ideal. 
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Would you rather deal 
with various telecom 
companies, Of 

ust one" Its your call 


TIEBU for end-to-end telecom solutions 


When it comes to telecom, only 
TATA Indicom Enterprise Business 
Unit (TIEBU) offers cost-effective 
solutions, tailor-made to answer 
your most complex needs. 

TIEBU brings to the table not 
only an exhaustive range of voice 
and data products, but also the 
knowledge and skill to put 
together the perfect telecom 
solution for you. 

Backed by a team of hand- 
picked telecom professionals 
with years of experience in 
various industries, specific vertical 
practices and technology builders, 
TIEBU has earned the trust 


of leading companies across 
various industries such as IT 
and ITes, Banking and Financial 
Institutions, Media, Service 
Manufacturing and Engineering 
companies, to name a few 

So, if you're looking for a 
world-class, customised telecom 
solution through a single point 
of interface, just email us at 
mysolutions@tataindicomebu.com 


TATA 


Indicom 


Enterprise Business Unit 
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DATA SERVICES: ATM * Broadband * Data Centre * Frame Relay * Internet * IPLC ° Leased Lines * MPLS * Satellite Transmission + VPN * VSAT 
VOICE SERVICES: Audio Conferencing * CDMA * Centrex * DEL * E1 PRI (DID/DOD) * FWT * ILD * Net Telephony * NLD * Video Conferencing 
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THE RIGHT 





CHEMISTRY 


INDIA HAS EVERYTHING IT NEEDS TO CRACK THE GLOBAL 
PHARMA MARKET. BUT THE TRICK IS IN DOING IT. 


N A GLOBAL INDUSTRY THAT'S 

$466-billion big, India ac- 

counts for a minuscule $5 

billion. Yet, pharma, just 

like IT services, is the coun- 
try’s big hope. Over the last sev- 
eral decades, the top Indian 
pharma companies have gradu- 
ated from “reverse engineering” 
drugs (or simply copying them) 
to making drugs with greater 
value addition, even if they are 
copies of those still under patent 
or just off it. At the same time, 
they have invested in basic re- 
search in a bid to find new chem- 
ical compounds that can better 
cure diseases. With the result, 
the top few have built themselves 
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a reasonably big market outside 
the country. Ranbaxy Labora- 
tories, for example, gets more 
than half of its revenues from 
markets overseas. 

Beginning next year, the rules 
of the game get harder still. 
That’s when the product patent 
regime comes into force and the 
сору cats will have to cease and 
desist. The long-term answer, 
then, is in launching patentable 
drugs of their own. But that’s 
not an easy thing to do. Pharma 
research costs oodles of money— 
typically, it takes about $800 
million to bring a new drug to 


fruition. Besides, the hit rates of 


successtul drugs is pathetically 


low. For example, just one in 
10,000 potential molecules will 
turn out to be effective. So why 
is competing globally still an opt- 
ion for Indian drug companies? 

There are a couple of rea- 
sons. One, the cost of drug dev- 
elopment in India can be as little 
as a tenth of, say, the US. Two, 
the country has a large pool of 
inexpensive scientists. So the 
same research dollar goes much 
farther. More importantly, not all 
molecules that get discovered in 
the country need to be taken 
through the expensive and long- 
drawn process of clinical trials by 
the Indian innovator. Global 
players such as Pfizer, Eli Lilly or 



































Novo Nordisk are more tha 
happy to license these molecul 
because thev are relatively chea] 
and promising. For the India 


innovator, such an arrangement 


ensures *milestone-linked" pa 

ments, which can then be used 
for beefing up research and de 

elopment and marketing tll suc! 
4 time when it can, on its own, 
bring a new drug to the market 
At the moment, though, such ba 
sic research is limited to a hand 
ful of companies. 

[he preferred strategv fot 
Pharma India, then, is to focu 
on the American and Europeat 
markets for generics. Althoug! 


the window o1 opportunity ГО! 





generics iS sma ana ера 
complications severe, companies 
like Dı Reddv's 11 d Ran nb 
Laboratories have been able to 
manage them with great success 
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But innovation, both I m 


at the very core of Ini 


pharma going global. [bt 
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The inheritors: (From 
left) President (Pharma) 
Malvinder Singh, and 
CEO-Designate & Joint 
MD Brian Tempest 


10 COLLECTOR'S EDITION VOLUME I, 2004 


FOR THE NEXT 10 YEARS, 
RANBAXY LABORATORIES 
WANTS TO FOCUS ITS 
RESOURCES ON 
BUILDING A GENERICS 
BUSINESS THAT SPANS 
THE GLOBE. 


BY SAHAD P.V. 
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RIAN TEMPEST, THE CEO-DESIGNATI 
and Joint Managing Director of 
Ranbaxy Laboratories, appears rest 
less. He hardly leans back on his 
sofa at his third floor office in 
Nehru Place, a congested business district in 
South Delhi. It’s only been a few weeks since 
the company announced, much to the sur 
prise of everyone, that its high-profile CEO 
D.S. Brar would leave the company in July 
and that Tempest would be the new CEO. For 
the past five vears, since the untimely death 
of its visionary-promoter Parvinder Singh, 
Brar has been the public face of Ranbaxy, 
India's largest pharmaceutical company and 
the first multinational. With him gone, 
Tempest gets the hot seat. “The critical issue 
Is to improve marketshare, continue inno- 
vation, and motivate workforce," he savs, 
talking of his priorities as the new CEO. 
That would be the challenge of pretty 
much any CEO of an Indian company, except 
that Tempest has to do all that on a global 
scale. Ranbaxy is the ninth largest generics 
company in the world. An impressive 76 per 
cent of its revenues come from overseas. It ex- 





ports to over 70 countries, directly manages 
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operations in 34, and has manufacturing facilities 
in seven. It has 8,500 employees, of which 2,000 
are overseas. Fortunately for Tempest, who served 
as President (Pharmaceuticals) before moving into 
the corner room, the job may not be an insur- 
mountable one. *He is always on the move and 
hands-on with Ranbaxy's global operations," says 
a top Ranbaxy official. Offers Tempest, who 
spends two-thirds of his time travelling, “We are fo- 
cussed on the European theatre, US, Japan, Brazil, 
and China. I visit these key markets quite often." 

But the 56-year-old Englishman's challenge 
does not end at just managing the company. He will 
also have to hand-hold 32-vear-old Malvinder 
Singh, the elder son of Parvinder Singh and heir ap- 
parent, in managing the global sweepstakes. Singh 
has been appointed as President ( Pharmaceuticals), 
the post that Tempest occupied till recently. Singh, 
however, is not a total stranger. He, earlier as 
head of the domestic business, has performed well. 
Under Singh's watch, Ranbaxy turned an outper- 
former in the last one year in the domestic market 
from an underperformer until the previous vear. 
Ranbaxy grew by 7 per cent and also improved its 
marketshare to 4.7 per cent, while the market 
growth had slowed to 5 per cent. 

But managing global operations is a different ball 
game. India's pharma multinational has set an ag- 
gressive benchmark for itself. It wants to become a 
$5-billion company by 2012. That would require 
a compounded annual growth rate in excess of 20 
per cent. The company hopes to achieve this by in- 
creasing its branded products portfolio, while also 
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pushing deep into the lucrative international mar- 
kets. So far it’s in line with its stated ambition, but 
in the treacherous world of global pharma, a mis- 
step is easily made. 

In 2003, Ranbaxy's revenues grew 22 per cent to 
$969 million, just short of the magical billion-dollar- 
mark. However, net profits grew at a slower 14 per 
cent because of two reasons: one, there was no 
extraordinary income like in 2002 and two, the 
rupee appreciated against the dollar. If Tempest is 
restless, a reason could be that the fourth quarter 
(ending December 2003) numbers were not too 
great as Ranbaxy reported only an 8 per cent revenue 
growth and a decline of 8 per cent in net profits. 


TEMPORARY PROBLEMS 


These could be the temporary problems of a com- 
pany that is trying to grow on a multinational 
scale. But that shouldn't blur the big picture. 
Ranbaxy is a global company. Revenues from 
markets overseas went up to 76 per cent of total 
sales last year, as against 73 per cent the previous 
year, primarily driven by dosage forms, which 
grew by 36 per cent (to $648 million). The US mar- 
ket, which fetched $411 million, continues to be its 
biggest market, contributing more than 40 per 
cent to its sales. This is despite the fact that the sales 
of its turnaround drug in the US market, 
Cefuroxime Axetil, a generic drug used for respi- 
ratory and skin infections, declined to $5 million 
from $42 million in Q42002. This was because 
of entry of new competitors like Teva and Geneva 
into this segment. However, Ranbaxy managed to 


HOW GLOBAL? 


SALES*: Rs 4516.5 crore in 2003 

NET PROFITS: Rs 739.3 crore in 2003 

EXPORT REVENUES: Rs 2487.9 crore in 2003 

OFFICES IN: 34 countries 

MANUFACTURING FACILITIES IN: India, Ireland, Nigeria, Vietnam, China, USA, Malaysia 
WORKFORCE IN INDIA: 9,000 

WORKFORCE OUTSIDE INDIA: 2,000 

NUMBER OF NATIONALITIES IN WORKFORCE: 34 

OVERSEAS LISTINGS: None 

NUMBER OF NATIONALITIES IN BOARD OF DIRECTORS: Two (Indian and British) 
OVERSEAS ACQUISITIONS: Ohm Laboratories in US and RPG Aventis in France 


“Financial year is from January to December 
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In ordinary chairs with foam back, the spinal distributes the body weight across the back 
cord faces unnecessary strain due to lack of rest, thus eliminating the uncomfortable 
flexibility and support. The Contact chair's circulation-restricting pressure points. The 
unique FlexXS Fabric gives total flexibility Contact fits you like a glove while echoing 
to the back rest, enabling it to change shape your body's every move. Providing you with 
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THE SEARCH FOR NEW MARKETS WILL CONTINUE. IN 
. FEBRUARY 2004, THE COMPANY BOARD APPROVED 
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THE ESTABLISHMENT OF A SUBSIDIARY IN SPAIN 





minimise the damage as the overall sales did well on 
the back of better performance by new launches like 
Amoxicillin ($26 million) and Sotret (S10 million). 

Europe is another key market whose share has 
been increasing, with the UK ($48 million) and 
Germany ($14 million) registering a growth of 60 
per cent and 56 per cent, respectively in 2003. In the 
coming years, Europe's share will only get bigger. In 
January 2004, Ranbaxy acquired RPG Aventis SA, 
the fifth largest generics company in France, for $70 
million. RPG Aventis has a stack of 52 molecules, 
while 18 out of the 20 best selling molecules rep- 
resent the company's core product portfolio. It 
has presence in major therapeutic segments such as 
cardiovasculars, anti-infectives, and gastro-intestinals. 
What's important is that RPG has a marketshare of 
6 per cent in France, which is the world's fourth 
largest pharmaceuticals market ($19.2 billion) and 
fifth largest of generics (Euro 652 million). 

With the acquisition of RPG Aventis, which 
clocked sales of $60 million in 2003, Ranbaxy's rev- 
enues are likely to touch $1.2 billion in 2004, ac- 
cording to a research report by the Mumbai-based 
broking firm SSKI. Tempest, after the completion 
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“This completes 


of the acquisition transactions, said, 
a further step in the expansion plans we have for 
Ranbaxy in Europe." 


EXPANDING HORIZON 

The search for new markets will continue. In 
February this year, the company board approved 
the establishment of a subsidiary in Spain, which has 
prescription medicine market valued at around 
Euro 7 billion (it ranks ninth for prescription 
pharmaceuticals globally and fifth in the EU) and 
growing at 9 per cent. The generics segment in 
Spain, which is relatively small at 4 per cent of the 
total چ‎ market, is also growing at 
an attractive 25 per cent per annum. Spain apart, 
the company is scouting for Opportunities in 
Germany and looking to buy some brands in the US 
in the next 18-20 months. 

Besides inorganic growth, the company is lining 
up new drugs to further its topline and global 
spread. It has 40 abbreviated new drug applications 
(ANDAS) pending approval in the US. Of these, 22 are 
Para [V applications (a Para-IV filing doesn’t chal- 
lenge the original, but claims to be more effective. A 


у. 


Pure Dil. 
Poora bhi. 





Look for this sign at all IBP petrol stations. This is your 
guarantee of the 100% quantity and quality of our fuel. Rest 
assured, you can drive away with only the purest of fuel, filled 
in to the exact quantity you paid for. With over 90 years of 
trust, this promise comes to you from the nation's pioneering 
petroleum company. So you can get the best ever volue for 
your money, time after time. 
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"THE KEY WORDS ARE RESEARCH, PHARMA _ 


Brian Tempest, 56, Joint Managing Director and CEO-Designate, Ranbaxy Laboratories, 
spoke to BT's Sahad P.V. on the challenges ahead for his company. Excerpts: 








What would you attribute your 
competitiveness to? 

First, home market itself is a 
very aggressive one. In the rest 
of the world, it could be 10-20 
molecules that can be winners. 
But here in India, it can be 100 
or 200 molecules. The second 
advantage is the low cost of 
innovation, and it is not, as 
everyone believes, just low cost 
manutacturing. Finally, we have 
a huge product flow in India, 
the US and all over the world, 
As the products are developed 
in India, the productivity and 
the returns that we get from 
here are huge. 





What is the key challenge of 
globalisation? 

The US contributes 42 per cent 
of our business. But managing 
human relations between India 
and America is one of the major 
challenges. A team of people in 
the American market who can 
understand the Indian aspect of 
Ranbaxy and the people in India 
who can understand the 
American side of Ranbaxy. 
Managing that is the critical 
path to go forward. 


Would you like to be called a 
generics company or an R&D- 
based firm? 





Our vision is to be known as a 
research-based international 
pharmaceutical company. The 
key words are research, phar- 
maceuticals, and international. 
That’s what we want to be 
known as. 


What would be your next focus 
on: in new molecules or generic 
molecules? 

For the next 10 years, the ma- 
jority of business will be in 
generics. First, we got to see 
ourselves as a leader in generics. 
Then we see ourselves build- 
ing proprietary branded busi- 
ness, which will kick in from 





successful patent challenger gets a six-month exclusive 
marketing right); and of 22, the 12 filings are first- 
to-file cases whose combined market value is $9 bil- 
lion. The company aims to file an average of 20 AN- 
DAs a year (it filed 26 in 2003 and received ap- 
provals for 21). More importantly, the company is 
likely to file investigational new drugs (IND) for two 
novel drug delivery system products (dermatology 
and urology), which will be in line with its empha- 
sis on filings intended for branded products. All 
told, Ranbaxy’s record in filings is Impressive. Since 
1995, it has received a total of 81 ANDA approvals, 
the highest for an Indian company. 

Ranbaxy is serious about research. It's evident 
from the fact that it hired Rashmi Barbhaiva, an 
India-born US scientist from Bristol-Meyers Squibb, 
where he had worked for 21 years. Says Tempest: 


"Our aim is to become a research-based international 
pharmaceutical player." And the aim is to produce 
more and more generic drugs, develop new delivery 
systems for old drugs and use the money generated 
Irom these businesses to develop new chemical 
entities. As for generics, according to research 
agency Datamonitor, drugs worth $82. billion— 
including blockbusters like Zocor ($6.2-billion 
sales in 2002) and Norvasc ($4 billion)—will be go- 
ing off patent by 2007. Even after taking into ac- 
count a heavy price erosion that follows the end of 
patent, it would offer at least a $12-billion to $15- 
billion opportunity in generics. But the best posi- 
tioned generics companies will be those that have 
technology platforms enabling them to maintain 
margins in the face of increased competition, and 
that have international manufacturing and distri- 


RANBAXY WILL FOCUS ON NICHE, SPECIALTY DRUGS. IT _ 
IS TARGETING THE BRANDED PRODUCT PORTFOLIO 


TO CLOCK SALES OF $200 MILLION BY 2012 
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2007-2012. It means we will 
be sprucing up our R&D. We 
will use the cash that comes 
from the global generics busi- 
ness to invest in the develop- 
ment of proprietary drugs. We 
want to be stronger and 
stronger in generics. 


In terms of generics, where will 
your growth come from? 

We are going to have three 
legs of business. One is the US, 
the second is Europe and the 
third is BRIC countries (Brazil, 
Russia, India and China). The 
US constitutes 42 pcr cent ol 
sales, Europe 20 per cent and 
BRIC 12 per cent. As we go for- 
ward, the growth will come 


М 
< 
ЕЕ 


NVONVHW 


from these regions. 





bution. Here Ranbaxy, along with other generics 
majors like Teva, Mylan and SICOR, stands in 
good stead. Says C. Sreehari, pharma analyst at 
Khandwala Securities: “With a billion dollar in 
sales, Ranbaxy also has the size to compete globally." 
But globally, the generics market is changing, 
with intense competition in commodity generics 
forcing players to seek alternative options for 
growth. So Ranbaxy will shift its focus to niche and 
specialty drugs. It's targeting the branded product 
portfolio to clock sales of $200 million by 2012. 
Ranbaxy's novel drug delivery systems programme 
iç also on track. In 2003, its once-a-day 
Ciprofloxacin product was launched in both 500 
mg and 1 gm dosage forms, which will bring in 
milestone and revenue sharing payments from its 
partner Bayer. Ranbaxy has also licensed a prostate 
drug molecule to Germany's Schwarz Pharma. 


FUNDING R&D 
Ranbaxy's plan is to use the money it makes trom 
generics to fund basic research, or in finding new 
chemical entities (NCEs). “The income from gener- 
ics will help us cover the cost of our research 
process. In three or four years, we will have our 
new delivery products being rolled out, after which 





new molecules will be coming in,” says Tempest. 
Currently, more than halt of its $60-million re- 
search budget goes into generics development. 
But the research budget (currently 6 per cent о! 
sales) will be gradually upped to 10 per cent in the 
next five years. But when it comes to NCEs, Ranbaxy 
will have the cost advantage too. It would cost onl} 
$180 million a pop in India against $800 million 
overseas. Ranbaxy already has six NCEs under de- 
velopment in various phases. For instance, its anti- 
asthma molecule has entered phase 11. 

Significantly, in October last year, Ranbaxy 
entered into a research collaboration with 
GlaxoSmithKline Plc (Gsk). The tie-up envisages that 
once a lead compound has been chosen, Ranbaxy 
will do the early clinical work and GSK will take up 
the complete development. GSK will have the ex- 
clusive rights to commercialise the drug through- 
out the world, while Ranbaxy will take the lead in 
India (and the US and the UK with the consent of 
GSK). Here, Ranbaxy will leverage 115 discovery 
and early product development strengths while 
gaining access to GSK's cutting-edge technologies. 
That. of course, is just one of the many routes 
Ranbaxy will need to explore on its way to be- 
coming a truly global player. bt 
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“We can now focus more on development-related issues, rather than getting 
bogged down by maintenance problems.” 


RP Singh 
Executive Director (115) BPCL 





Microsoft Windows Server System makes 
BPCL's infrastructure easier to manage. 
Here's how: using the Microsoft SQL 
Server 2000 and Active Server Pages 
(ASP), the newly developed Intranet 
portal allows rapid development and 
deployment of web applications across a 
complex multi-tiered network stretching 
from refineries to franchisee-operated 
retail points. Simplifying the handling of 
day-to-day administrative and financial 
tasks thereby exponentially improving 
response time and sharing of critical 
information. It's software that lets you do 
more with less. See the BPCL case study 
at microsoft.com/india/casestudy 


Windows Server System" includes these products 
Server OS Windows Server™ 
Operations Infrastructure Systems Management Server 

Application Center 

Operations Manager 

Internet Security & Acceleration Server —- 
Windows" Storage Server 


Microsoft’ кайлык SQL Server™ 


Windows == 


Commerce Server 

Server System re 
Host Integration Server 

Information Work infrastructure Exchange Server 

Office SharePoint" Portal Server 


Office Live Communications Server 
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DR. DR. REDDY'S 
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WHILE DR. REDDY'S LABS WANTS TO BOOST ITS 
GENERICS AND BULK DRUGS BUSINESS, ITS 
LONG-TERM FOCUS IS ON DEVELOPING NEW 


DRUGS OF ITS OWN. 


BY E. KUMAR SHARMA 


EIGHBOURHOOD MATTERS FOR 
Dr Reddy's Labs. If it’s New Jersey 
in the US, it had better be Bridge- 
water and not Ridgewood. The lat- 
ter is closer to where some of its 
employees live and, therefore, good, but the former 
is home to some of the global pharma majors like 
Johnson & Johnson, Aventis, GSK and Merck and, 
therefore, even better. Not surprisingly, then, the 
first week of March this vear, the commercial 
headquarters of Dr Reddy's in the US moved from 
Ridgewood to Bridgewater. But it's about more 
than just moving offices. In fact, you could call it a 
paradigm shift. “It is here that you will get cutting- 
edge talent,” explains С.У. Prasad, Dr Reddy's CEO. 

Be it shifting premises in the US or closing 
down the only office in France, consolidating 
presence in London or executing a major re-org in 
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its corporate headquarters in Hyderabad, the mes- 
sage is clear: do what it takes to build a global en- 
terprise. “We are a highly fluidised organisation that 
is constantly changing,” says Prasad, sitting in an all- 
glass, open-to-the-rest-of-the-office cabin on the 
third floor of his white-coloured corporate head- 
quarters on Hyderabad's Ameerpet Road. 

Few will disagree with Prasad's assessment of Dr 
Reddy’s ability to change, spot opportunities, and 
grow. After all, in less than two decades, the once 
little-known pharma company from Hyderabad, 
founded by scientist-turned-entrepreneur Kallam 
Anji Reddy, is today the country’s second largest 
pharma company with sales of $380 million in 
March 2003. While Dr Reddy’s may still be family 
managed—Prasad is Reddy’s son-in-law—it hasn't 
been any worse off for it. With six FDA-inspected API 
(active pharmaceutical ingredients, or bulk) 
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facilities and seven formulation plants, three of 
which cater to the US and European markets, Dr 
Reddy’s is the first Indian pharma company to list 
on NYSE (in April 2001), receive an 180-day exclu- 
sivity for a generic drug in the US, and also the 
only company in India to have ever out-licensed three 
molecules to MNCs. 

Talk to Saumen Chakraborty, the HR Chief 
of Dr Reddy’s, and the excitement of building 
management depth and scientific skills is palpable. 
The company has nearly doubled the employee 
strength in the past five years. He will tell you of 
how the company has maintained an annual man- 
power growth rate in excess of 8 per cent over the 
past five years. Nonetheless, walk into the third- 
floor office and you cannot help but imagine it to 
be quite a seat of power, with Prasad and Satish 
Reddy, the Managing Director and coo and son 
of Reddy, seated in their glass cabins. And on the 
opposite side of the big rectangular hall, honey- 
combed with cubicles in the middle, you may 
catch a glimpse of the old-timer, greying-at-the- 
sides, CFO V.S. Vasudevan and the French-bearded 
Chakraborty, who is also an Executive Vice- 
President, in their black chairs. In the different op- 
erations that each of them execute, the common 
thread remains that of “opportunity”, and “grow- 
ing strategically”, the key elements that have 
driven much of the growth for the company 


since 1984. “The entrepreneurial approach made 
the company spot opportunities and quickly build 
businesses around them," says Satish Reddy. 

Adds Prasad: “Whatever opportunities we have 
taken up over the last decade may seem oppor- 
tunistic in execution, but they were strategic in na- 
ture.” Indeed whether it was acquiring a small 
presence in the UK or acquiring a portfolio of 
brands in India or building a certain market, they 
have all been part of a larger plan of globalising the 
company, of moving up the value chain and mov- 
ing towards a strategic intent of becoming a dis- 
covery-led global pharmaceutical company. 

The strategy was also driven by the need to 
take into account the long time-cycles of the 
pharma industry. Therefore, you are told, that 
the factors of time and investment have been big is- 
sues for Dr Reddy’s. It has to fund research activ- 
ity, make a transformation from generics to dis- 
covery from businesses that are low-end in na- 
ture—bulk actives, generics, branded formulations 
for emerging markets—and are not highly profitable 
businesses. So, it has to balance the amount it invests 
in the future while actually growing the business and 
also managing the risks of failure.” 

To achieve this, the company claims to have alw- 
ays invested ahead of the curve and to make inv- 
estment ahead of the opportunity being realised. 
This is evident in the growth curve of the company 


HOW GLOBAL? 


2002-03 | 2003-04 (NINE MONTHS) 
SALES’. 1,807 | 15327 
NET PROFIT’: 353.2 | 231.3 
REVENUES FROM EXPORTS”. 1,158.1 9779 


OFFICES IN: USA, UK, Russia, India, Brazil, China, South Africa and Singapore 
MANUFACTURING FACILITIES IN: India, UK and China 

RESEARCH FACILITIES IN: USA and INDIA 

WORKFORCE IN INDIA: 6,139 

WORKFORCE OUTSIDE INDIA: 775 


NUMBER OF NATIONALITIES IN WORKFORCE: Indian, American, Russian, European, 
Chinese, African and Brazilian, among others 


OVERSEAS LISTINGS: 1994-GDR Issue, April 11, 2001 listed on NYSE 
NUMBER OF NATIONALITIES IN BOARD OF DIRECTORS: Two—Indian & American 
OVERSEAS ACQUISITIONS: BMS Laboratories Limited and Meridian Healthcare, UK in 2002 


" Figures in Rs crore 





22 COLLECTOR'S EDITION VOLUME I, 2004 


In Search of CEA 


Excellence UNIVERSITY 


MB A 


(Distance Learning) 















































Highlights 
> Duration : 2 years > Case Study Focus 
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23, Nagarjuna Hills, Punjagutta, Hyderabad 500082. Tel : 040-23430431-36, Fax: 040-55639711. Email: info@icfai.org 


Visit us at: www.icfai.org for Prospectus and Online Registration 





FINARI PAI 


IN THE DIFFERENT OPERATIONS OF DR REDDY'S, THE 





COMMON UNDERLYING THEMES DRIVING GROWTH HAVE 
BEEN “OPPORTUNITY” AND “GROWING STRATEGICALLY” 
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that, according to Prasad, has tended to show 
growth cycles with periods of growth, flat or con- 
solidation phase and then growth again. First in 
bulk, then, in branded generics and now in gener- 
ics for the US markets and speciality products. 
Says he: “In a way, we have not been able to show 
the kind of performance that a continuously grow- 
ing services company like an rr company that is al- 
ways growing at a certain pace, say, a 30 per cent 
CAGR, would. However, over a longer term we 
have been able to demonstrate growth." 

À recent example of this is its focus on the US 
market. Over the last three-to-four years, Dr Red- 
dy's has heavily invested in building its US set-up 
from five to 50 people. It has also invested in dev- 
eloping its generics portfolio, including para IVs (ap- 
plications that don't challenge a patent but claim 
greater efficacy). It has increased the rate at which 
it files ANDAs and Drug Master Files (DMFs), and it 
has also increased its drug discovery investments. 
That apart, it has invested in creating some new busi- 
nesses like discovery services with Aurigene. 


THE PATH AHEAD 
All along, Dr Reddy's has been clear in its strategy 
of constant focus on increasing the share in sales 
from export formulations and reduced dependence 
on bulk. The key to this lies in the US generics mar- 
ket. It has high entry barriers, given the long ges- 
tation period, investments required and the need for 
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THE GEOGRAPHICAL SPREAD | THE R&D PUSH 


All Others | Investment in research has been steadily growing. 


15 | 1999 4.5 


2000 2.7 

2001 ЖЕШ 3.3 

2002 ЖШШЕ 4.4 

2003 MRR 8 
32 2004 


Figures are of investment as a percentage of sales 
*Analyst estimates 


expertise in intellectual property. Added to that is 
the ambition of becoming a discovery-led global 
pharma player. Says founder K. Anji Reddy on 
his research foray: “I made up my mind and took 
the plunge on November 6, 1993. We jumped 
into drug discovery with a budget of about Rs 
6.5 crore. In the current financial year, we have 
budgeted an expenditure of Rs 165 crore ($36 
million), a 25-fold increase in the R&D spend.” 

Not all of that has come easy and the torturous 
path ahead was clear when the company had to 
deal last year with the withdrawal of ragaglitazar 
(DRF 2725) following concerns that the drug 
may cause cancer. Nonetheless, Uday Saxena, the 
Chief Scientific Officer of the company, based 
in Atlanta, sees enough reasons for hope. “Plans are 
in place now to move Balaglitazone (DRF 2593), 
the current clinical candidate (an insulin sensi- 
tizer) to phase III clinical trials,” he says. It is one 
of the seven in the product pipeline (with most in 
pre-clinical and phase I) in the areas of metabolic 
disorders, cancers, cardiovascular/atherosclerosis 
and infectious diseases. 

While the company feels it has devised a prudent 
risk management strategy with financial flexibility, 
players in the field see different routes that could be 
adopted in the quest for market presence. As Ajay 
Piramal, Chairman of Nicholas Piramal India, will 
tell you, “Indian companies have a wide array of 
globally relevant competencies and there is scope 
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to employ different models to become a truly иг í \ 


global player.” However, he points out, his company 
has chosen a business model that aims to deliver a de- 
risked and sustainable high growth and at the same 
time expand margins. “Our company is focused 
on partnering global innovator companies for man- 
ufacturing their on-patent or niche off-patent mol- 
ecules with a one-stop solution ranging from ccs to 
finished dosage production," says Piramal. 


LEVERAGING THE COST ADVANTAGE 

Dr Reddy's strengths, however, lie in its cost adv- 
antage: it is among the lowest cost producers in the 
world. It has fully integrated operations that con- 
tribute to the cost advantages, flexibility to service 
various markets and to enlarge its portfolio. Its 
low manpower costs would also translate into cost 
advantages on its R&D initiatives at least till the pre- 
clinical stage. 

In this process, it has also had to look innovatively 


ONE OF THE COMPANY'S GOALS IS 
TO NARROW THE LEAD RIVAL 
RANBAXY HAS IN THE US 


at dealing with the shortage of scientific manpower, 
which is increasingly becoming critical for pharma 
players outside of India. Says Prasad: “Scientific 
talent is not quite available at higher levels in this 
country. We could have gone and tried to hire 
whoever wanted to come back, but that is not pos- 
sible in today's global world with limited opportu- 
nities in India for such jobs. People would like to re- 
main in the hubs of innovation. So, we chose to set 
up labs in the US—in Atlanta and in Boston—and 
have hired some very good talented scientists there." 

Along with this is a clear understanding that it 
cannot spread itself everywhere. The company has 
operations in many countries, but its core mar- 
kets are the US, India, the CIS countries and the UK. 
India and the US contribute close to 70 per cent of 
the sales. Quite significant for the player, which is 
today among the top 15 companies in India in 
terms of its $1.7-billion market capitalisation. Ask 
the top brass at Dr Reddy’s on the selection of 
markets and the response is, *If vou want to be a 
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G.V. Prasad, 43, Executive Vice-Chairman 
and CEO, Dr Reddy's Laboratories, spoke to 
BT's E. Kumar Sharma on how his company 
plans to manage pharma’s tightrope walk. 


You often refer to opportunity and on expanding 
strategically. How critical have these been to the 
growth of the company so far? 

I think, whatever opportunities we have taken 
up over the last decade have been strategic in 
nature. To some, they may seem opportunistic 
in execution, but they were all strategic in na- 
ture. Whether it was acquiring a small presence 
in the UK or acquiring a portfolio of brands in 
India or building a certain market, they are 
all part of a larger plan of globalising the com- 
pany, of moving up the value chain and moving 
towards a strategic intent of becoming a dis- 
covery-led global pharmaceutical company. 


Early last year, you had indicated that in another 
three to five years, the company will become an in- 
tegrated global mid-sized pharma company and in 
five to seven years be a global discovery-led pharma 
player. Is it on track? 

We have to realise the growth that we have 
created but is dormant in our businesses of 
generics and bulk actives. There is an enor- 
mous pipeline built there, so there is that in- 
herent growth. We have to maximise the po- 
tential of that growth. That is one challenge. 
The next challenge is to create a specialty busi- 
ness that is really based on incremental inno- 
vation, meeting unmet or poorly met medical 
needs. The third dimension is transforming 
into an NCE-based company and by that time 
create a portfolio of NCES that will help us 
achieve our goal. While doing all this, build 
commercial organisations in our key global 
centres, which will enable us to exploit our 
innovation to the fullest extent. In doing all this, 
our focus is on key geographies and customers, 
because it is just impossible to spread ourselves 
globally without a critical mass. 


How do you see yourself today vis-a-vis competition 
and who would you want to compete with? 
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| There is one thing that 1 сап say very boldly and 


. which is that no company of this size has so 


much infrastructure and capability. So, in that 
sense, we have created immense capability. 
The challenge is to exploit that capability to cre- 
. ate commercial value for the organisation. And 
that is what we are going to do over the next 
three to five years. I am not worried too much 
about competition. Well, there are people 
ahead of us...companies like Ranbaxy and Teva. 
They are well ahead of us and they are the 
companies we will want to compete against. 
| Ranbaxy is far ahead of us in terms of their sales 
апа performance and we аге aggressively going 
to try and narrow the gap. But then, they have 
a much longer history in the US market. 


global company, you have to be perceived as 
local player in the market that you operate in.” 
But doing so entails bringing one’s cost structure 
and managerial talent to those levels. To manage 
that change, Dr Reddy’s has been constantly com 
municating with its employees, with Prasad send 
ing out mailers to all at the end of every month. 
Says he: “We are very clear that there will never be 
a permanent organisational structure. It will change 


THE COMPANY FEELS IT HAS STILL TO 
REALISE THE GROWTH THAT 


HAS BEEN CREATED 


every two-to-three years and we have told the em 
ployees that their jobs, role, and reporting struc- 
tures will constantly undergo change.” In fact, the 
company has just finished one such exercise and 
one of the elements in it is about one person re- 
porting not necessarily to just one boss. That's be- 
cause the company sees little future for an or 
ganisational design where there’s unity of com- 
mand. Instead, it sees the emergence of a hydra 
headed structure, and people at times may need to 
report to more than one person and it could 
even be upto four or five people. “This is a big 
change for us and we have to get the organisation 
to accept it," says Prasad. 

One Mumbai-based analyst, 
the company and the pharma sector for a long time 
and is currently with a foreign investment banking 
firm, says that while at the moment there's an absence 
of any significant product visibility over the next 12 
months, the outlook for the company is positive. 

The company too feels it has still to realise the 
growth that has been created, but is *dormant" in 
generics and bulk actives. “We have to maximise the 
potential of that growth," Add to that 
the fact that other companies like Ranbaxy and 
Nicholas Piramal are becoming aggressive in the reg- 
ulated markets. While conceding that Ranbaxy is far 
ahead in terms of sales and performance, Prasad sees 
the work cut out for him and his team: to ensure 
that the gap between the two Indian players on the 
US turf narrows down going forward. Let's hope 
that the change of address in New Jersey brings 
about the desired effect. [bt 
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says Prasad. 
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Looking overseas: (Left to right) Aurobindo Pharma's Chairman P.V Ramaprasad Reddy, whole-time Director M. Sivakumaran, and 


AUROBINDO PHARMA. PHARMA 


GROWING OUT 
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AUROBINDO PHARMA, 
ALREADY A GLOBAL 

NO. 5 IN SOME 
CATEGORIES, WANTS TO 
REPLICATE ITS SUCCESS 
IN OTHER PRODUCTS 
AND MARKETS. 


BY E. KUMAR SHARMA 


Е MADE PEYYALAPALEM, 

nondescript village 10 kilo- 
metres north of Nellore in 
Andhra Pradesh, proud 
when he became tts first 





graduate in 1978. Twenty six years later, 
he is busy transforming a vertically inte- 
grated pharma company based in 
Hyderabad, with annual sales of Rs 1,190 
crore, into a global generics player. P.\ 
Ramaprasad Reddy, 45, Chairman of 
Aurobindo Pharma, may have come a 
long way since he set up a small-scale 
pharma unit in 1986, but the man himsell 
has changed very little. Even his sarto 
rial choice remains the same: starched 
shirt (usually white or cream) flowing 
loosely over his cream- or black-coloured 
trousers. He's not a great communicatot 
and speaks little, even in Telugu, a lan 
guage most home-grown Andhra entre 


preneurs are at ease with. And he is so me 





dia-shy that it’s almost impossible to get 


Non-Executive Director Lanka Srinivas 


OF A NICHE 
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him to pose for the camera. 

None of that, however, has kept him from pro- 
pelling the rapid growth of his company over 
the last few years. And much of it has come from 
being a leader in the areas of cephalosporins, 
sss (semi-synthetic penicillins) and anti-HIV drugs. 
The company—a vertically integrated player with 
focus on active pharmaceutical ingredients (APIS), 
intermediaries, and formulations—is today global 
by most definitions, with eight subsidiaries 
spread across the world, two joint ventures in the 
United States, and a new acquisition in China. 
Reddy, who now sees the future of Aurobindo 
Pharma in moving towards advanced chemistry 
products, says that the company is single-minded 
in its focus on the global generics business sup- 
ported by a strong presence in APIs. *That is 
our mantra," he declares. 

As recently as a couple of years ago, the 
company would have been considered a bulk 
supplier, without a robust model for long-term 
growth. Now, though, with the experience of 
successfully managing over 100 markets, 
Aurobindo is building marketing infrastructure 
and networks in America and the European 
Union (EU). Already, nearly half of its revenues 
come from exports, but Reddy believes that 
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building an IPR-based product portfolio in APIs 
and formulations is critical for its future 
growth, particularly when it hopes to emerge as 
an important player in the American and 
European generics markets. He wants to do that 
by continuing to emphasise on  Ssps, 
cephalosporins, anti-HiVs, and central nervous 
system (CNS) and cardiovascular system (CVS) 
drugs in the emerging markets. This financial 
year, Aurobindo is targeting EU and the US for 
its APIS. By 2006, it plans to expand its formula- 
tions portfolio in the US and the EU with focus 
on oral, sterile, cephalosporins, CNs and cvs. 
And by 2007, it aims to have a broad portfolio 
in sterile and non-sterile formulations. 

To equip itself for this growth, the company 
has invested close to Rs 700 crore over the past 
four years. Most of it has been spent on R&D faci- 
lities, including an R&D centre in Hyderabad. 
"We have also spent money on preparing the 
company for penetrating the regulated markets 
and sprucing up our factories," says Lanka 
Srinivas, a director in the company. Formulations 
is the new buzzword and the company is making 
a conscious effort to broaden its portfolio beyond 
sss and cephalosporins to other segments such as 
anti-virals, CVS and CNS. 


HOW GLOBAL? 


2002-03 2003-04 (NINE MONTHS) 
1190 978 


NET PROFIT’: 103 90 
399 


SALES*: 


EXPORTS/OVERSEAS REVENUES*. 563 
OFFICES IN: 12 countries 


MANUFACTURING FACILITIES IN: Two in China and one each 
in the US and Brazil, apart from India 


WORKFORCE IN INDIA: 3,850 
WORKFORCE OUTSIDE INDIA: 1,100 


NUMBER OF NATIONALITIES IN WORKFORCE: 12 (Indian, Chinese, 
is sag Thai, Russian, Portuguese, American, Vietnamese, 
Italian, Spanish, African and Brazilian) 


OVERSEAS LISTING: No plans 


NUMBER OF NATIONALITIES REPRESENTED IN BOARD OF DIRECTORS: 
One (Indian) 


ACQUISITIONS OVERSEAS: One in China; two JVs in the US 
and eight foreign subsidiaries 


" Figures in Rs crore 


AUROBINDO PHARMA IS ALREADY PART GLOBAL, WITH - 
EIGHT SUBSIDIARIES ACROSS THE WORLD, TWO JVs IN 





THE US AND A NEW ACQUISITION IN CHINA | 


REVENUE MIX OF THE COMPANY 






SSP Bulk Drugs‏ س 
SSP Steriles‏ 
Miscellaneous - Cephalosporins-‏ 
Orals‏ 

Formulations ж 

| Cephalosporins- 
Other Drugs —— — — Steriles 

2001-01 
TOTAL SALES (Rs crores) 996.1 
Figures are in per cent 
GROWING AGGRESSIVELY 


Aurobindo first came into the public eye in 1994, 
when Videocon picked up a 30 per cent stake 
worth Rs 18 crore at a premium of Rs 140 per 
share (face value Rs 10). Back then, Aurobindo 
was an unknown Rs 100-crore company, and the 
deal made headlines. A year later, Aurobindo came 
out with an IPO, and Videocon sold a 25 per cent 
stake to the public and the remaining 5 per cent 
back the promoters later. 

While most in the pharma space concede that 
Aurobindo, named so because one of its first 
units was located in Pondicherry near the 
Aurobindo Ashram, has had a spectacular growth 
path, talk about the company tends to get laced 
with scepticism about its aggressive growth. 
Though not willing to be quoted, those who 
have watched the company over the years say that 
it has had a difficult past and that it still needs to 
build its reputation as a company that does not re- 
sort to unfair trade practices such as taking re- 
course to price undercutting or under invoicing. 

None of this has been proved and Reddy has 
dismissed these allegations in the past as “baseless 
allegations by those finding our growth difficult 
to digest". It is not surprising, therefore, that S. 
Gopalakrishnan, Managing Partner at Pricewater- 
houseCoopers, should say: * Aurobindo is still not 
in the big pharma league from India, yet it is 





2002-02 
1,037.7 


Miscellaneous 


Formulations 
- Other Drugs 





2002-03 
1,190.4 


growing quite rapidly and is choosing to focus on 
the regulated markets." 


LEVERAGING EXPORTS 

Exports accounted for a high 47 per cent of the 
company's total sales in 2002-03. This strength 
is derived mainly from its strong presence in 
the emerging markets of Asia, Brazil and Latin 
America. Going forward, it wants to focus on the 
regulated markets of US and Europe. It also en- 
visages a greater thrust on research in anti-in- 
fectives and CNS and Cvs drugs. The emphasis 1s 
on creating a strong presence in the global gener- 
ics business, and its research efforts, coordi- 
nated by an army of 300 scientists, are directed 
towards creating non-infringing processes. In 
the long-term, the company hopes to explore op- 
portunities in biotechnology, bioinformatics and 
new chemical entities. 

In other words, Aurobindo Pharma has a 
gameplan in place that would mean using Its 
inherent strengths in APIs and intermediaries to 
grow volumes in regulated markets (like the US 
and Europe) and top it with non-patent-in- 
fringing generics. Senior officials of the com- 
pany point to the aggressive manpower build-up 
at the company over the past six to seven years. 
The bulk of the additions have happened at 
the level of senior and middle management, 
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POINT” 


People may look at Aurobindo Pharma's sudden growth sceptically, but its Chairman 
P.V. Ramaprasad Reddy seems not to care. Instead, he’s focussing on diversifying his company's 
product portfolio and exploring greater opportunities in key global markets. He spoke to BT's E. Kumar 
Sharma about his future plans. Excerpts: 


What would you say have been 
the key drivers of the company's 
growth so far and why do you think 
the focus on advanced chemistry 
products will help going forward? 
The company is a major player 
in some of the segments like 
semi-synthetic penicillins (SsPs) 
and cephalosporins, where we 
are among the top five glob- 
ally. Apart from that, we have 
been major players in anti-virals 
and key CVS, CNS and other 
lifestyle disease drugs. We have 
reduced the dependence on any 
single category while retaining 
the leadership in key categories. 
Now, we intend to retain our 
successful track record in 
emerging markets and forge 
ahead further to capture much 
higher marketshare. 

With strong investments in 
R&D and US FDA compliant 
manufacturing environments, 
we intend to repeat our suc- 
cessful experience in emerging 
markets in developed markets 


R&D centre with over 295 sci- 
entists, over 15 Apt and 15 for- 
mulation modules built in the 
recent past will help translate 
the success at R&D into com- 
mercial production. With ex- 
perience of successfully man- 
aging over 100 markets, we 
have been building our mar- 
keting infrastructure and net- 
work in the US and EU. The 
intention is to take as many 
products into US/EU markets 
from the current product list 
of over 120 drugs. 


The company seems to be trans- 
forming from API (bulk drugs) to 
becoming a global generics player. 
What are you doing to equip the 
company for this transformation? 
The vision to achieve vertical 
integration and take the com- 
pany from APIs in emerging mar- 
kets to an integrated global 
generics play both in developed 
and emerging markets began in 
1999, Our investment of more 
than $170 million in these 


projects was seen as a challenge 
and people were sceptical about 
our ability to execute on it. 
Today, Aurobindo has achieved 
excellent vertical integration. It 
has a successful R&D wing that 
has given several inventions to 
the company, and a manufac- 
turing infrastructure that is help- 
ing us rapidly file DMFs and AN- 
DAs in both the US and the EU. 
All this happened in record time. 
Over $150 million in invest- 
ments has already been made 
and various projects like those in 
China and Vizag, and regula- 
tory plants have commenced 
their operations. Scale and suc- 
cessful chemistry have helped 
Aurobindo keep up its sales and 
profits despite the heavy invest- 
ments and the manufacturing 
restructuring, 


Being a relatively late entrant into 
the regulated markets, how does 
the company plan to deal with the 
possible execution risks? 

Of course, we are a late entrant. 


like the US and EU. A strong 


particularly in the areas of production, finance, 
research and marketing. 

Aurobindo also has two manufacturing sub- 
sidiaries in China and hopes to leverage them 
for cost competitiveness. Or, as company offi- 
cials put it: “The plants in China will provide 
key raw materials with certainty of supplies and a 
price advantage.” It has set up a fermentation faci- 
lity to manufacture Penicillin G Potassium and 6- 
APA, the key raw materials for a number of semi- 
synthetic penicillins. The company has so far re- 
lied mainly on imported Penicillin G. This new fa- 
cility, commissioned in 2002-03, is to supplement 
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the imports. The other venture in China is for the 
manufacture of various semi-synthetic peni- 
cillins, which largely caters to the domestic mar- 
ket of China. 


CUTTING COSTS 
Even as Reddy focusses on newer products, he has 
been pruning Aurobindo's borrowings. In an- 
other three years, he wants it to be debt-free. 
Recently, it made a preferential allotment to 
Merlion, the India fund of Temasek (a Singapore 
government-owned venture capital firm), raising 
Rs 89 crore in return for 23 lakh shares. The 





However, we have a business 
model that incorporates all 
measures to counter any exe- 
cution risks. Out of 45 generics 
companies in the US, the top 10 
are very big, both in revenues as 
well as in product range. 
Nevertheless, there is space for 
Indian generics companies. 
Indian business in the US gener- 
ics market will continue to 
grow. Moreover, patented 
drugs worth $40 billion will be 
going off patent in the next 
three to four years, and hence 
the opportunity for generic 
drugs is huge. And even though 
Aurobindo is at an inflection 
point, the company is set to de- 
liver significant growth in rev- 
enues and profits over the next 
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few years through the generics 
business. Currently, we are 
working on a basket of products 
for the regulated markets. Our 
strategy involves developing a 
broad portfolio of generics 
through non-infringing proces- 
ses and intellectual properties, 
and gaining a unique competi- 
tive position in regulated mar- 
kets, resolving complex chem- 
istry challenges, offering ad- 
vanced niche drugs, and man- 
aging large volume products in 
a cost-efficient manner. 


Prices of penicillin-based products 
have been declining in the recent 
past. How does the company plan 
to deal with it in the emerging 
markets? 

Firstly, fall in the raw material 
prices of pencillin-based products 
always help us, as we use such 
raw materials to make inte- 
rmediates and bulk drugs. Sec- 
ondly, the input-output rela- 
tionship is somewhat linear only 
in first generation products. Such 
relationships can be seen in a 
few products as compared to 
several generations of products in 
sterile and non-sterile areas. Thi- 
rdly, whenever first generation 


prices fall, volumes rapidly incr- 
ease, as first generation pencillins 
are preferred over several tetra- 
cycline-based penicillins, first- 
generation macrolides and other 
varieties of older drugs. Phy- 
sicians and surgeons find it attr- 
active to prescribe such prod- 
ucts based on cost-benefit analy- 
sis. Lastly, such competitive pres- 
sures help reduce low-end play- 
ers or players operating out of 
high-cost countries. 


What do you see as the strengths 
of the company? What makes it 
different from competition? 

A strong portfolio of products 
and markets; over 100 bulk 
drugs in over 100 markets; 
demonstrated global leadership 
in chosen therapeutic segments, 
and capabilities both in sterile 
and non-sterile chemistry and 
technologies. Add to that the 
ability to manage overseas 
manufacturing and regulatory 
environments such as in China, 
Brazil, and the US. We have a 
balanced product-mix between 
large volume products, niche 
chemistry products, and non- 
infringing process-based 
products. 


promoters also subscribed to the preferential allo- 
tment, committing to invest another Rs 94 crore, 
of which they have put in Rs 35 crore so far. 
Besides, the recent cuts in interest rates have ben- 
efited Aurobindo. It also hopes to gain from tax 
benefits that are available to its Vizag facility. 
Some of this, however, could be offset by the 
reduction in tax benefits for exports. 

In short, the company hopes its strengths in the 
55р and the cephalosporins (including injectables) 
space and its strong presence in emerging markets, 
particularly Asia (which alone accounts for around 
45 per cent of its sales), Brazil and Latin America, 





coupled with the advantage of low costs from 
its Chinese facility, would help it become a strong 
player in the generics markets in the US, where it 
is generally perceived to be a late entrant. Says 
Ashit Kothari, Vice President, Alliance Capital: 
“The key determinant of success (for all pharma 
companies) will be their execution capabilities, 
timely delivery and quality.” 

In fact, striking the right balance between 
products that fetch revenues in the short-term 
and products that ensure the company’s survival 
in the new patent regime will be the key. But 
that’s a challenge not unique to Aurobindo. @ 
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REASONS: PART GENETIC, PART GEOGRAPHIC, 
ENTIRELY ECONOMIC. WHAT BACKLASH? 


MERICAN JOURNALISTS 
visiting India—there 
have been quite a 
few in the recent 
past, enjoying them- 
selves on an exotic field trip to 
capture local colour for they- 
are-taking-our-jobs stories—typ- 
ically head straight for 
Bangalore, India’s own Silicon 
Alley where they visit the cam- 
puses of Infosys or Wipro, 
sometimes both, imbibe the lo- 
cal draught beer at a pub, and 
spend time with local techies 
who can look forward to a 15- 
minutes-of-fame moment as ei- 
ther hero or villain, likely the 
latter, when the article is finally 
written and published. 
There's another, a less-ob- 
vious circuit thev could take 
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around the country that can help 
them understand the Indian п 
and rr-enabled services phe- 
nomenon better. The first stop 
on this course would have to 
be anvwhere in the hinterland of 
Andhra Pradesh, where the food 
is tongue-searing spicy and pri- 
mary school children can do 
complicated math involving the 
multiplication of two three digit 
numbers in their minds (well, 
almost). The second stop would 
be Tamil Nadu, a state that 
helped the cause of higher tech- 
nical education in this country 
by sanctioning, in the mid-eight- 
ies, the creation of private engi- 
neering colleges to provide edu- 
cation of a sort that only gov- 
ernment-run colleges were all- 
owed to do in the past. Today, 


there are some 245 of the genus 
in the state, turning out 48,000 
engineers a year. America (and 
Scott Adams) may know the 
Indian Institutes of Technology 
(ITS), but it is schools such as 
these that form the foundation 
of the great Indian IT services 
boom, The third would be 
Delhi-satellite Gurgaon, India's 
most happening rT-enabled serv- 
ices destination, one that com- 
panies as varied as GF and 
Amazon have discovered to be 
the ideal place to cut costs and 
increase efficiencies, especially 
in the light of the dark-side-of- 
the-moon advantage India en- 
joys in relation to the US. And 
the last would have to be 
Bangalore, where a clutch of 
multinational technology 
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IT TURNED 22 LAST YEAR, CROSSED $1 BILLION IN 
REVENUES IN 2003-04, AND EMPLOYS 25,634 
PEOPLE BELONGING TO 33 NATIONALITIES ACROSS 
30 OFFICES AND 26 COUNTRIES. GLOBAL? WELL, 
INFOSYS TECHNOLOGIES THINKS IT IS STILL 
GETTING THERE. sy venxatesna BABU 


HE INFOSYS STORY HAS BEEN CHRONI- 

cled so often that it has taken on the 

proportions of an urban legend. The 

story of how seven middle class men 

decided to try their luck in the-then rel- 

atively unknown field called ‘software’ and went on 

to create India’s best known and third largest [1 

company has captured the public's imagination. So 

much so that Infosys has had a fundamental impact 

on India’s psyche much the same way the с 'untry's 
largest private company Reliance has. 

While Dhirubhai Ambani single-handedly cre- 

ated the equity cult and lured the middle class to 

the bourses, Narayana Murthy made Indians 
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believe that honest, hard working, ordinary peo- 
ple could become millionaires. The two men had 
several things in common (Ambani died in July 
2002): a spirit of entrepreneurship, ability to cre- 
ate things that were not just the best in India but 
the world, and the vision to transcend the imme- 
diate and look into the future. 

Both companies captured the imagination of 
the nation in different ways. While Reliance rep- 
resented best the go-getting savvy and street fight- 
ing abilities of Indians, Infosys did their innate value 
system. While Reliance was all about scale and size. 
Infosys was all about transparency and openness. 
Most importantly, the two companies shared 
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wealth among both shareholders and stakeholders 
like no other organisation did. 

This story, however, is not about the relative 
merits of Reliance and Infosys. This is about how 
а small company from Bangalore (founded: 198 1) 
has grown into a billion-dollar entity in just around 
two decades. It is the story of a company that 
could well be the brightest Indian prospect to be- 
come a true blue multinational. 

Everybody looks wise in hindsight. What set 
apart Infosys and its visionary founder М.К. 
Narayana Murthy was not just the fact that they 
were in the right place at the right time with the 
right people, but their insistence on doing every- 
thing the way the best in the world do. What is 
captivating about the Infosys story is not that it is 
the story of a winner—there are several companies 
that are larger and have grown as fast—but about 
winning with grace, by playing fair. 

Success, however, was not a given. In 1992, 
when the Indian economy was opened up, nobody 
thought that India's software success would be 


this substantial. Laughs Nandan Nilekani, СЕО of 


Infosys and a co-founder, “Even we did not know 
we would become this big or this successful.” 
Hema Ravichander, Vice President (HR) and an 
IIM-À alum, remembers how she walked in to 
meet the promoters on a sunny January day in 
1992. “I was working with MICO then. Somebody 
had told me that a company called Infosys was 
looking for an HR head. More than that, | had also 


- 
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heard that this was a company that was different. 
It looked to be a hard decision then. Infosys was a 
200-people organisation with a turnover of Rs 5 
crore. MICO was several times its size both in 
terms of number of emplovees and its turnover. 
"What swayed my decision was my meeting with 
the promoters. They had fire in their belly. Their 
clarity of vision, their dedication, their sense of 
ethics was simply mind-blowing. They were peo- 
ple like us. They had come from humble back 
grounds, were not ashamed of their middle class 
trappings and wanted to succeed,” she says. 


GLOBAL WORKFORCE 
Today, the company has 25,634 emplovees includ- 
ing 600 from 33 nationalities other than Indian. It 
has 30 marketing offices across the world and 26 
global software development centres in the US, 
Canada, Australia, the UK and Japan. 

Looking back, Nilekani says it has been one 
hell of a ride. “There are several moments that 
make me proud. But one that stands out is when 
Infosys became the first Indian company to be 
listed on NASDAQ." 

Avinash Vasishtha, CEO of neoIT (as Nortel 
India's first head, he has seen Infosys evolve since 
the days when Nortel used to be its biggest cus- 
tomer), says, "Infosys has traversed quite a path. In 
the early 1990s there were several Indian compa- 
nies that were of similar size. Why did Infosys be- 
come what it is while others failed to? Simplistically 


HOW GLOBAL? 


SALES: Rs 4,761 crore in 2003-04 
NET PROFIT: Rs 1,243.5 crore in 2003-04 
OVERSEAS/EXPORTS REVENUES: Rs 4,694 crore in 2003-04 


OFFICES IN: 30 marketing offices located in India, Argentina, US, China, Australia, 
UAE, Canada, Singapore, Japan, Hong Kong, UK, Germany, Belgium, Sweden, 
France, Switzerland, and the Netherlands. 


MANUFACTURING FACILITIES IN: 26 global development centres located in India, Canada, 
US, UK, Australia and Japan 


WORKFORCE IN INDIA: 25,634 

WORKFORCE OUTSIDE INDIA: 5,865 

NUMBER OF NATIONALITIES IN WORKFORCE: 33 
OVERSEAS LISTINGS: Nasdaq 


Sga NUMBER OF NATIONALITIES IN BOARD: Four (Indian, American, Singaporean and Swiss) 
i OVERSEAS ACQUISITIONS: Expert Information Services Pte Ltd. (Australia) 


SUCCESS WAS NOT A GIVEN. IN 1992, WHEN THE 





ECONOMY OPENED UP NOBODY THOUGHT INDIA'S _ 


SOFTWARE SUCCESS WOULD BE THIS SUBSTANTIAL 


put, three words. ‘Excellence in Execution." 

So is the stage set for an encore on the inter- 
national stage. Hardly, says Amit Khurana, an 
analyst with Birla Sun Life. “While their track 
record till date has been good, they face several 
challenges, including those of scale, complexity of 
operations and the fact that they are big enough to 
attract the attention of global biggies like 
Accenture, EDS and IBM. While they have strong 
fundamentals, they have to prove that they can 
scale up to the next level." And in the course of 
doing so, Infosys will have to look at whether it 
will be able to retain the kind of profit margins it 
currently boasts or whether it will have to trade off 
between margins and growth. 

Nilekani himself is aware of the challenges (see 
"Our Competition Has Become Global"). He 
admits that managing a company that has rev- 
enues of $1 billion is different from managing a 
$100-million one. (In 1999, Infosys had rev- 
enues of just around $121 million compared to 
the $1 billion-plus with which it closed this fiscal.) 
Since the growth in terms of number of cus- 
tomers, number of employees, and the size of the 
organisation has been stupendous, it remains to be 
seen whether Infosys can retain the same mo- 
mentum and hunger for growth. Says Nilekani, 
"Managing scale and culture of the organisa- 
tion, ensuring that customer satisfaction levels re- 
main high, and that new employees are ingrained 
with the DNA of the organisation are all chal- 
lenges Infosys faces as it grows." 


ADVANTAGE INFOSYS 
Nilekani, however, asserts that Infosys has certain 
advantages over the competition. Listing them 
out, he elaborates that Indian players ‘get’ the 
global delivery model, are extremely cost com- 
petitive and that international customers who are 
already extremely comfortable working with them 
will increasingly look to them to provide end to 
end services. “Our competitors (read Accenture, 
EDS, IBM) are being forced by their customers 
to ramp up in India. It is easy for Indian companies 


like Infosys to build (an international) front end 
than for these plavers to build a back end in 
India. While building front end, we are adding 
people who bring certain skills that we need like 
say better sales and marketing." Nilekani's opin- 
ion is shared by several analysts who believe that 
multinational consulting firms already have a 
structure that they have to destroy by letting peo- 
ple go before rebuilding in India. Indian companies 
like Infosys, the prevailing logic goes, can in the 
meantime build an effective front end. 
Nilekani's claim seems to be borne out by a 
recent announcement regarding the creation of 
Infosys Consulting, a consulting and business 
advisory arm of the company that has been co- 
founded by the company and by several stars of 
the consulting firmament such as its new CEO 
Stephen Pratt (named as one of the top 25 con- 
sultants in the world by Consulting magazine), 
Romil Bahl (formerly, the head of EDS’ 5,000 
strong consulting wing), Paul Cole (former head 
of global operations at Cap Gemini E&Y), and Raj 
Joshi (former CEO of Deloitte Offshore). 
However, this is an assertion with which Chet 
Kamath, Head (India Delivery Centre), Accenture, 
does not agree. "We work with clients in every ma- 
jor industry, understand their business and are, 
therefore, in a better position to design and execute 
solutions that deliver value to clients. This depth of 
industry knowledge is coupled with the fact that we 
work across 48 countries and have the relationships 
that local providers just do not have and will take 
years to develop. Ninety-three of our top 100 
clients have been clients for at least five years, and 
two-thirds have been clients for at least 10 vears." 
Kamath goes on to point out that Accenture's 
services are much broader than those of others in 
the marketplace, including local niche players. 
Nilekani, however, asserts it is not just the de- 
livery model competitors don't get but feels that 
their cost structures are skewed. "Their cost struc- 
tures are built on the premise of high revenues. 
Revenues might decline as more and more work 
moves offshore. Then, thev will be in trouble. In 
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GLOBAL 


"OUR COMPETITION HAS BECOME GLOBAL” _ 


Nandan Mohan Nilekani, 48, CEO, President and Managing Director of Infosys Technologies, 
speaks to BT's Venkatesha Babu on Infosys’ global plans and the era of the Indian multinational. 


Has the day of the Indian multina- 
tional dawned? 

Absolutely. Let us first define 
the multinational corporation. 
One elementary thing about an 
MNC 15 that its products and 
services are sold globally. In that 
sense, Indian IT services com- 
panies have been global for the 
past 20 years: 90-plus per cent 
of our revenues are from our 
international markets. The new 
development has been players 
like Tata Motors selling City 
Rovers abroad and Bharat Forge 
selling its wares internationally. 

The second criterion (for 
being an MNC) is, *Do you have 
a global network of offices, 
production facilities, and local 
talent?" No Indian company 
can claim that it is truly inter- 
national in that sense. But we 
are getting there. 

Take Infosys. We recently 
bought an Australian company 
(Expert Information System). 
Infosys Australia is very much a 








local company. There are 330 
Australians working there. We 
invested $23 million (Rs 104 
crore) in acquiring it. [t is like 
FDI (foreign direct investment) 
into Australia. We have opened 
an office in China where we are 
hiring Chinese. We have an of- 
fice in Toronto, Canada, where 
there are more than 100 
Canadians working for us. We 
have an office in Mauritius. Our 
BPO (business process outsourc- 
ing) firm (Progeon) has an office 
in the Czech Republic. 

That is the next stage of evo- 
lution. These are not just sales of- 
fices. These are not just offices 
employing people of Indian ori- 
gin. These are offices employing 
local talent, tapping the local 
market, and having local faces. 


Great, this is true for IT compa- 
nies but for Indian companies in 
other.... 

No, No, No. This is no longer 
confined to rr. Look at Ranbaxy 


and Dr Reddy's. They are multi- 
national in their operation. For 
instance, Ranbaxy has an R&D 
lab in New Jersey employing 
local people. Yes, in the manu- 
facturing sector Indian compa- 
nies might be still export-driven 
rather than have a network of 
international manufacturing 
bases. However, we are slowly 
getting there. 

The third aspect of being a 
multinational is accessing global 
capital by being listed on a NAS- 
DAQ, NYSE, or a LSE. By being 
listed there, Indian companies 
compete with others for global 
investor capital. This drives 
Indian companies to focus on 
returns, follow the best согро- 
rate governance standards, and 
emphasise information trans- 
parency. Nearly 15-20 Indian 
companies are listed on the 
NASDAQ and NYSE alone. This 
is another important mark of 
being a global player. 

The fourth dimension of 





“A lot of companies look at India to provide 
labour arbitrage or cost saving. Our approach is 
not just that. We believe in Business Trans- 
formation Outsourcing. This is a programme, en- 
abled by outsourcing, to transform the way a 
business works and achieve rapid, sustainable. 
step-change improvement in enterprise-level 


NILEKANI IS AWARE OF THE CHALLENGES. HE ADMITS 
RUNNING A COMPANY WITH $1 BILLION IN REVENUES 
IS DIFFERENT FROM MANAGING A $100-MILLION ONE 


the long run their sales and marketing costs become 
unsustainable. Also ability to attract talent at the 
right price. We are able to attract the best talent. 
Witness the fact that last year for some 10.000 jobs 
we received 9.6 lakh applications." 

Kamath of Accenture counters that his firm's 
“proposition is based on ‘value, not cost alone". 
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being a multinational is the div- 
ersity of the empl veers, For ins- 
tance, apart from Indians, 
Infi SVS has around 600 people 
of 33 different nationalities 
working for it. 


For a company like Infosys, what 
are the challenges in becoming a 
true multinational? 

Two things. One is managing 
the challenge of scale. The sec- 
ond is people. For instance, last 
year for the 10,000-odd peo- 
ple we recruited, we received 


performance. In fact, we were among the first in 


9.60,000 applications. Managing 
scale in terms of infrastructure 
and people is itself a huge chal- 
lenge. The second is maintaining 
our unique DNA. The challenges 
when you are a $100-million 
company are different compared 
to the challenges of being a $1- 
billion company. 

Our competition has become 
global. Until recently, we were 
just a blip on our competitors 
radar screen, internationallv. 
Today, we have become big 
enough for them to take notice of 


us. We compete with some of 


the best names in the business 
and are hopefully (smiles) in 
creasingly walking away the win 
ners. But there are things that 
Infosys still needs to learn. How. 
for instance, do vou ensure that all 
our employees have that same 
sense of ownership and belong- 
ingness when we have a truly 
multinational workforce?. Yes, 
there are challenges, but we are 
working on the solutions. Ar 
we already there? Clearly no. Ar 


we getting there? Clearly ves. 





in attracting talent. Accenture continues to t 


the industry to adopt a 'risk-gain model’ wherein 
we just don't advise; when we design and build 
the solution, we assume full responsibility tor the 
operation. The risk may be tied into the rela- 
tionship contract. Therefore, the business model 
is based on value." 

He also pooh-poohs any problems in attracting 
talent at the right price saying, “We have no issues 


into India’s high-caliber workforce, recruiting pro 


fessionals who have experience with the wide 
range of services the company ofters.” 

Right now, this looks like a David versus 
n the 


о! the 


Goliath fight with Indian players cast 
role of David. But remember the outcome 


fight. Indian players like Infosys will be hoping 


for an encore. [Л 
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*- 7 Aiming high: Chairman Azim Premji 
wants to make Wipro one of the 10 
largest [T companies in the wadd 
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THANKS TO ITS 
REPUTATION FOR 
CUTTING-EDGE WORK, 

A HIGH-PROFILE #2 
BASED IN THE US, 

AND AN EMPHASIS ON 
PROCESSES, WIPRO IS 
ALREADY PERCEIVED 

TO BE THE MOST GLOBAL 
INDIAN IT SERVICES 
COMPANY. NOW, THE 
COMPANY WILL JUST HAVE 
TO PROVE ITS LEGION 

OF BELIEVERS RIGHT. 


BY VENKATESHA BABU 





CONGLOMERATE IN THE TRUE SENS! | 

the term, Wipro sells everything trom 

baby soaps and talcum powder to bulbs 

and vegetable oil. But it is its IT business 

(softw are and hardware), which brings in 
the moolah and gives the company the kind of visibility 
it enjoys. The company, which recorded a turnover of 
Rs 5,881 crore in 2003-04, derives 55 per cent of it: 
Rs 1,032-crore net profit from Wipro [echnologies 
its arm that services the requirements of global cus- 
tomers in IT services and consulting. 

Wipro is the second largest exporter of software 
services from India after TCs and is even ahead ot 
Infosys. So, when Wipro becomes a true multinati nal 
company it will be thanks to its software servic s bu 
siness. Unlike other Indian players, Wipro's key 
strength has been its ability to make the right acqui 
sitions at the right time. Says Amit Khurana, an analvst 
with Birla Sunlife, "When Wipro bought Spectramind 
(in July 2002 for Rs 406.9 crore) there were several 
naysayers who insisted that it had paid too high a price. 
In hindsight, it was a very smart move to make.” 
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It ıs this ability to make key acquisitions that 
could help Wipro realise its vision of being among 
the top 10 IT services companies in the world. 
And it is something that sets the company apart 
from its peers. Azim Premji, Chairman of Wipro 
and the richest Indian (courtesy his 85 per cent 
stake in the company), says, “The key challenges in 
achieving this vision are creating a team of multi- 
cultural and multi-racial practitioners, expanding 
the service lines to offer a more comprehensive suite 
Of services to customers and improving our project 
management skills to handle large rr projects. All 
these while retaining our culture of empower- 
ment, encouragement and entrepreneurship.” 


DIVERSIFYING TO SURVIVE 
Expanding service lines is something the com- 
pany has managed to do successfully. Points out S. 
Subramanyam, MD of Ascent Securities, “Before 
2001, Wipro was strong in two areas: telecom 
and outsourced R&D. After the great telecom melt- 
down, Wipro has been able to make a comeback 
because it has been able to expand its enterprise and 
banking and financial services industry offerings.” 
Subramanyam is right: by growing its presence in 
areas that were traditionally considered the strength 
of its peer across the city, Infosys, the company has 
displayed tremendous resilience. 

After all, this, the shift away from telecom and 


outsourced R&D, was the third real crisis in the com- 
pany's 57-year history. The first was when the 
company decided to diversify from its traditional 
vegetable oil business in the early 1980s and enter 
the rr segment. The second was when senior execs 
like Ashok Soota and Sridhar Mitta who had 
grown the rr business of the company decided to 
leave and Vivek Paul, its current Vice Chairman. 
came aboard in 1998, 

Paul, a GE alum who is based in the US, is 
widely seen by analysts as the man who has 
helped Wipro move up to the next level and be- 
come a credible competitor in the global rr mar- 
ketplace. But even as he went about bestowing 
some much needed marketing zing and American- 
style aggression into what has always been a con- 
servative company, the global slowdown in the 
telecom industry struck. 

In 2001-02, the company was under tremendous 
pressure; unlike other Indian rr majors, a significant 
portion of its business used to come from the tele- 
com segment. But with this segment taking a bat- 
tering worldwide due to over-investment and over- 
capacity, Wipro bore the brunt of falling spends by 
telcos like Nortel and Ericsson. Then, with char- 
acteristic élan, it reinvented itself. The quantum of 
revenue from the telecom segment was minimised. 

Today, Wipro has a fairly diversified revenue 
stream, and it is perhaps the Indian IT services 


HOW GLOBAL? 


SALES: Rs 5,88] crore in 2003-04 
NET PROFIT: Rs 1,032 crore in 2003-04 


REVENUES FROM EXPORTS/OVERSEAS OPERATIONS: Rs 4,358 crore 
(US, Europe and Japan only) 


OFFICES IN: India, US, UK, Europe, Japan and other countries in the 
Asia-Pacific region 


MANUFACTURING FACILITIES: Seven 


WORKFORCE IN INDIA: Wipro Technologies and Wipro Spectramind: 
27,137: Wipro Ltd.: 28 502 


WORKFORCE OUTSIDE INDIA: 4,773 


NUMBER OF NATIONALITIES IN WORKFORCE : 18, including American, British, 
German and French 


OVERSEAS LISTING : NYSE 


NUMBER OF NATIONALITIES REPRESENTED ON THE BOARD OF DIRECT ORS : Two 
(Japanese and Indian) 


ACQUISITIONS OVERSEAS: AMS, Ericsson and NerveWire 


SHIVAY BHANDARI 
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WIPRO HAS SUCCESSFULLY MANAGED TO EXPAND 175 
SERVICE LINES WHEN NEEDED, AS A RESULT OF WHICH THE 


=. ——XÀ ———— — 


COMPANY HAS A FAIRLY DIVERSIFIED REVENUE STREAM 


company with the most significant presence in 
Europe. “It is always better to have risks hedged, 
more so when there is a lot of backlash in the US 
against IT outsourcing in general and Indian com- 
panies in particular,” says Nirmal Kumar Ranka, 
Partner, Ranka Securities. 


GROWING INCREMENTALLY 

Growth can come through two ways: organic or 
through acquisitions. When the window of oppor- 
tunity is closing fast, companies sitting on cash 
reserves can opt to grow through acquisitions. 
This is exactly what Wipro has done over the past 
year or so. A sampling: In July 2002, Wipro acqui- 
red Spectramind at a cost of $90 million (Rs 43.9 
crore). It acquired the global energy management 
practice of American Management Systems in 
November 2002 for $26 million (Rs 12.5 crore) and 
GE Medical Systems tr Pvt. Ltd. in July 2002 for 
$5.73 million (Rs 2.8 crore). It also acquired the 
R&D division of Ericsson in October 2002 and 
NerveWire, another niche player, in April 2003. 

Vice Chairman Paul claims growth isn’t the 
only motivation for acquisitions. “There has to be 
a strategic and cultural fit, and it has to add value. 
Acquisition does not mean the admission that 
Wipro could not have built its own business in 
those segments. It just allows us to leapfrog ahead 
of competition and shortens our learning curve. 

Premji is equally cautious when asked whether 
the bulk of Wipro’s growth will come inorganically, 
through acquisitions. “The ramping up for us will 
never be a big bang jump—it will be an incremen- 
tal process, with a few skips. Our plan is to grow 
both organically and inorganically. We continue to 
actively scan the environment for such opportuni- 
ties and if we find a suitable strategic, cultural and 
financial fit, we will consider such acquisitions." 

The growing opinion among analysts is that 
Wipro's streak of acquisitions will pay off, and 
pay off big a few quarters into the future. However, 
even the most bullish among these agree that it will 
not be easy for Wipro to break into the high-end п 
consulting segment. Accenture and Cap Gemini 


boast a significant presence in this area and are now 
beefing up their Indian back-end to offer the other 
services that Indian companies like Wipro and 
Infosys do. As it strives to become one of the 10 
largest IT companies in the world, Wipro will have 
to focus on providing similar “full-range” services 
to customers. 

The Bangalore-based giant has several things go- 
ing for it. The first is stability, courtesy Premji’s hold- 
ing in Wipro. “A single shareholder holding more 
than 85 per cent provides for stability and long term 
investment as they need not pay attention to mar- 
ket pressures on quarterly numbers,” says Ranka. 
“However, | hope adequate succession planning for 
all eventualities has been made.” 

The second is its ability to spawn entrepreneurs, 
something evident in the fact that there are close to 
100 tech CEOs out there of companies large and 
small who once worked for Wipro. “If the past ts 
any indication, Wipro has always managed to find 
successors,” says Subramanyam who believes that, 
“if any Indian company stands a very good chance 
of being an multinational player, it is Wipro." 

The third has been its recently-acquired skill of 
being the voice and face of Indian IT in the inter- 
national press, something the company has managed 
with great felicity over the past 18 months. And the 
fourth, an oft-ignored factor, is the system integ- 

ration play the company's Wipro Infotech divi- 
sion has embarked upon. With the global trend ot 
IT outsourcing expanding in ambit to include hard- 
ware, software and applications, it is companies like 
IBM and HP, which have a presence in all three areas, 
that have made a killing. Much like these two, 
Wipro boasts a presence in the three areas. 

While it is the infotech business that has given 
the maximum returns and visibility to the company, 
Wipro has not been neglecting its other areas of 
business. There have been innumerable sugges- 
tions that the technology business be spun off and 
listed as a separate entity as this will give it a higher 
valuation. Premji’s usual response to these sugges- 
tions is a withering look. A normally sedate man 
who endures media attention unlike his counterparts 
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“OUR PLAN IS TO GROW BOTH ORGANICALLY AND 


Azim H. Premji, 58, Wirpo’s Chairman, speaks to BT's Venkatesha Babu on how he hopes to 
realise his vision of making Wipro one of the top 10 IT services companies in the world. 


Has the day of the Indian MNC arrived? 

| see the emergence of Indian MNCs as a 
process, which probably began a couple of 
decades back. The process has clearly accel- 
erated over the late 90s. What is heartening is 
that Indian MNCs are not just from the IT serv- 
ices sector, but from fields as diverse as phar- 
maceuticals and auto components. 


Wipro is a work in progress. As you go forward, what 
are the challenges you perceive? 

The challenges arise from our vision to be 
among the top 10 rr services companies globally. 
The key challenges in achieving this vision are 
creating a team of multi-cultural practitioners, ex- 
panding the service lines to offer a more com- 
prehensive suite of services to customers, and im- 
proving our project management skills to handle 
large IT projects—all these, while retaining our 
culture of empowerment, encouragement, and 
entrepreneurship. We need to communicate 
this philosophy to the global workforce and 
institutionalise processes that ensure that the 
essence of this culture is nurtured. 


Give us some specifics on how Wipro manages its 
multi-cultural workforce. 

Integrating a multi-cultural workforce is the 
biggest challenge we face. Te ау, we have 18 dif- 
ferent nationalities, excluding Indians, working 
with us. And this figure is growing. 

Some of our key learnings have come from 
the acquisitions that we have made. We have a 
diversity committee in place, which assesses, 
promotes and advises the organisation on di- 
versity. Cross-cultural training programmes to 
sensitise individuals to different cultures and 





nationalities, and a strong communication plan 
have ensured that we think, behave, and act like 
a global company with a global workforce. 


The challenges of ramping up from, say, a $100-mil- 
lion to a $1-billion organisation are different from 
growing a $1-billion company. How do you plan to 
keep the momentum going? 

The ramping up will never be a big bang: it will 
be an incremental process, with a few skips. 
Our plan is to grow both organically and inor- 
ganically, to be able to address larger and larger 
parts of the customer's requirement, by acquiring 
the skill sets. We continue to actively scan the en- 
vironment for such opportunities and if we find 
a suitable strategic, cultural and financial fit, we 
will consider such acquisitions. 

Organically, we are enriching the domain 
knowledge and skill sets of our emplovees. We 
have a large talent transformation and leadership- 
building initiative. 


With the likes of IBM, Accenture and EDS ramping 
up their India numbers, is the cost advantage enjoyed 
by companies like Wipro being slowly eroded? 

We believe Indian companies like Wipro can 
offer significantly better career options to Indian 
software engineers, for instance, overseas as- 
signments. In addition, some multinationals are 
recruiting Indian engineers at much higher salary 
levels than us, and, therefore, we continue to en- 
joy the cost advantage. 


Wipro has been aggressive in terms of acquisitions. Have 
you been able to internalise the integration process? 

People integration is the biggest challenge. 
We do look at the people before acquiring a 





ANALYSTS FEEL THAT WIPRO’S ACQUISITIONS WILL PAY OFF 
BIG, BUT AGREE THAT IT WILL NOT BE EASY FOR IT TO © 
BREAK INTO THE HIGH-END IT CONSULTING SEGMENT 
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company to ensure a smooth transition. 
Wipro's success in integrating acquired com- 
panies, as reflected in the performance of 
these companies, has been good. 


What do you think sets Wipro apart from its peers, 
both Indian and international? 

| would count the culture of leadership-building, 
obsession with quality and creating a value- 
driven organisation as the differentiating features 
of what Wipro is today. 





who normally revel in it, asking him “why Wipro 
continues to be in consumer care and lighting 
business' is the surest way to get his goat. 

“Why not ?" is his usual counter-question "gi- 
ven the kind of returns we get in the business." 
Even during the heyday of ‘core competence’ 
theory, Premji never wavered in his belief that 


the consumer care and other segments ol busi 
ness like lighting actually act as a kind of balance: 
to the profitable though slightly volatile rr busi 
ness. Though some attribute sentimentality to the 
decision—Wipro was originally a vegetable oi 
company and its IT foray was initially tunded by 
this consumer care business—the numbers vin 
dicate Premji’s stand. 

[n a tough year for fast moving consume! 


PREMJI’S 85% STAKE MAKES 
WIPRO STABLE, BUT THE ISSUE 


OF SUCCESSION LINGERS 


goods majors such as Hindustan Lever 1 imited, 


uve the 


Wipro Consumer Care and Lighting 
company a whopping 86 per cent return on capl- 
tal employ ed compared to 59 per cent the vear be 
fore. While this business contributes hardly 6 per 
cent to the total turnover, it remains a steadying in- 
fluence in case the rr business (unlikely though it 
might seem now) ever hits a major trough. 

Premji knows that however impressive a 
performance in other areas, it is thi global 
services and consulting business that will actually 
bring in the money at the end of the day and he 
is clearly focussed on it. There is only one dark 
cloud hovering admittedly on a distant hort 
zon. That is the issue of succession. 

Such is the stature of Premji that nobody 
dares ask about a succession plan. However, 
this question is crucial because despite being a 
listed company— Wipro is listed on NYSE apart 
from Indian exchanges—with a market capital. 
isation in excess of $11.14 billion (Rs 49,016 
crore), Wipro is essentially dominated by Premji’s 
personality and by the sheer quantum of his 
shareholding. The company, however, shrugs this 
off and says everything is in place. 

In an interview with BT in 2002, Premji himsell 
addressed this issue by saying that a comprehensive 
succession plan is in place in the company. The 
company claims that for each position reporting to 
the Chairman and two levels below that, it has 
least three successors in place at any given point и 


time. That must definitely be best-in-class |bt | 


COLLECTOR'S EDITION VOLUME | 


2004 


INDIA INC. 


GOING GLOBAL 





Team i-flex: Chairman and Managing Director Rajesh 


Hukku flanked by CEO (Indian Operations) & CFO 


Deepak Ghaisas (left), and CEO (Internationa 


= 


Operations & Technology) R. Ravisankar 
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TILL I-FLEX CAME ON 
THE SCENE, NO ONE 
EXPECTED A MADE-IN- 
INDIA SOFTWARE 
PRODUCT TO CATCH 
THE FANCY OF THE 
GLOBAL MARKET. THE 
COMPANY’S FLEXCUBE 
BANKING SOFTWARE 
HAS DONE JUST THAT. 


BY PRIYA SRINIVASAN 


ANUARY 22, 2004, WAS A SPECIAL DAY E 


the history of i-flex Solutions. It isn't 


everyday that an Indian company cel 
ebrates the Chinese New Year, but 
that is just what i-flex did in its Singa 


pore office. Every ritual—the Chinese are 


big on these—was adhered to: two mei 
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did the traditional lion dance, and the company’s 
Chinese employees did their bit to complete the re- 
quirements of the green salad ritual and the orange 
offering one. CFO Deepak Ghaisas who's narrating 
the anecdote to this writer in response to a ques- 
tion on i-flex's standing as a global company 
pauses for effect. “The Chinese employees 
should feel they are working for a Singaporean 
company and not an Indian company,” he says. 
“I think the most important thing for a multi- 
national company is to bring people together. 
[ell me, how many people even know that 
Hindustan Lever is not an Indian company? 
That, to me, tvpifies an MNC." 

There are, of course, other things that make 
i-flex a multinational, and Ghaisas is only too 
pleased at being given the opportunity to rattle 
these off. *A global presence in the investor base, 
global vendors, global employees, presence in 
multiple countries and an MNC culture." Of these, 
it is only in the first that i-flex could do more: it 
needs more representation in terms of a global in- 
vestor base and the company is already working to- 
wards this through a sponsored American 
Depository Receipt (ADR) issue some time in the 
next 12 months. It has sought and gained ap- 
proval to issue up to 25 per cent of its equity 
and following the issue, will list on either the 


Y URS 


X 


American) 
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NYSE Or NASDAQ, which will place it in the radar of 
the global investor community. 

Will the i-flex story find takers in the global 
community? The numbers look impressive 
enough: sales have risen from Rs 217.40 crore 
(US GAAP) in 1999-2000 to Rs 640.89 crore in 
2002-03 and stand at Rs 591.05 crore for the 
nine months ended December 31, 2003. As 
India's only product play in the тт sector, the 
company’s model has been vindicated by a 
growth of 43 per cent year on year as opposed 
to the 30 per cent growth that some of the 
other reputed І players are seeing. And while on 
the question of whether investors will bite, look 
at the pile that its own early investor Citibank 
Private Equity is sitting on: A whopping half-a- 
billion dollars, the current value of its original 
$10 million investment in i-flex. Certainly, all the 
numbers bear out the fact that this company is 
poised for some aggressive action. 

But what exactly are the strategies that helped 
what was once a small tr services arm of Citibank 
to come of age? "We decided that we wanted to 
understand the business of the customer inside 
out,” says Rajesh Hukku, Chairman and Managing 
Director, i-flex Solutions. *We also decided to 
spread out and be present right from the smallest 
country to the largest ones." 


~~ HOW GLOBAL? 


2002-03 2003-04 (NINE MONTHS) 


SALES**(In Rs crore) : 640.89 591.05 
NET PROFIT (In Rs crore) 177.07 122.06 


EXPORTS/OVERSEAS REVENUES: 96% of sales 

OFFICES IN: India, USA, UK, The Netherlands, Singapore, Japan, Germany 
MANUFACTURING FACILITIES IN: India, USA, Singapore 

WORKFORCE IN INDIA: 2,659 

WORKFORCE OUTSIDE INDIA: 85 

NUMBER OF NATIONALITIES IN WORKFORCE : 17 

OVERSEAS LISTINGS : None 

NUMBER OF NATIONALITIES REPRESENTED IN BOARD OF DIRECTORS : Two (Indian and 


ACQUISITIONS OVERSEAS: Subsidiary i-flex America, Inc. in the USA, acquired US-based 
SuperSolution Corporation (“SS 


"Sale: in US GAAP (consolidated) 


') for $11.5 million in January 2004 


ONE REASON WHY I-FLEX HAS MANAGED ТО СОТА 
SWATHE ACROSS EMERGING MARKETS IS THAT ITS 
PRODUCTS SUIT SMALL AND MEDIUM-SIZED BANKS 


The company's marketing strategy stands out 
when compared to that of the global IT services 
players from India. i-flex currently sells its prod- 
ucts and services in 104 countries, but the inter- 
esting thing is the modus operandi. As Ghaisas exp- 
lains, "We started with emerging markets, coun- 
tries like Nigeria, Ghana, Kenya and then moved 
to the borders of Europe to countries like Iceland, 
Poland, Malta, Turkev, then gradually to Belgium, 
Netherlands, Germany and simultaneously, the 
US." The rationale for this reverse marketing 
strategy (most Indian rr companies tackled the US 
and West European markets first) was simple in 
retrospect. "We knew we would have to spend a 
lot of time and money for product penetration in 
the developed markets, so we decided to tackle 
the emerging markets first and then move gradu- 
ally to the developed ones." As a result, the com- 
pany also has a fairly balanced global revenue 
stream. i-flex's revenues are split equally be- 
tween the Asia-Pacific region, West Asia and 
Africa, North America and Europe. 


THE GLOBAL MARKET 

Key plavers in the banking software space as 
well as global research firms struggle to put a 
number to the size of the global market for 
banking software. What everyone agrees about is 
that it is huge. John Weste, Managing Vice 
President, Strategic Industry Solutions, Asia 
Pacific, at global research firm Gartner, explains 
why: “JP Morgan recently acquired Bank One 
and will in all probability spend close to $1 bil- 
lion on the banking systems, and that's just one 
bank. As for other leading global banks, any 
overhaul of the legacy systems would mean that 
they spend $200-300 million each.” 

The revamp of legacy systems is clearly where 
the market lies and it is a multi-billion dollar op- 
portunity. As Girish Vaidya, the head of Infosys’ 
banking products practice, puts it, “Look at the 
Indian market alone, banks have rudimentary 
computerisation. Old systems are getting inflexible 


and outdated, plus the vendors that designed 
them are no longer around. That’s where the op- 
portunity for companies like us and i-flex lies.” In 
India, Vaidya points to the fact that of the 27 psi 
banks, about nine are in the pipeline for a system 
overhaul, a promising market. “If you look at 
the global financial services market, its huge but if 
you boil it down to the segments relevant to us, 
then the size of the market currently is about 
$70 billion,” adds Hukku. “About 80 per cent of 
this belongs to in-house rr at the moment, and 15 
per cent belongs to software products compa- 
nies. What we are gradually doing is replacing the 
in-house IT." 

The man adds that one reason i-flex has man- 
aged to cut a swathe across emerging markets is 
because its products suit small- and medium-sized 
banks as well. “The first bank in Afghanistan to use 
technology has decided to use ours," adds Hukku 
with a flourish. “Emerging markets like East 
Europe, Latin America, India and China are just tai- 
lor-made for i-flex,” adds Weste. “They already 
have a strength in corporate banking, a Citibank 
legacy, and are now developing strengths in retail 
as well, which is what their ability to push into 
global markets depends on." 


THE INDIA ADVANTAGE 

Cost advantage has been a crucial factor in the suc- 
cess of the Indian IT industry. But the advantages 
of high-skilled, low-cost labour and capabilities for 
offshore delivery are now available to every single 
global company. In fact, global majors like IBM, 
Oracle or SAP have exactly those advantages today 
thanks to their growing development base in 
India. What then would ensure the survival of 
companies whose competitive advantage once 
lay in operating out of India? 

“I believe that in the product game, it is still all 
about domain expertise and coming out with rele- 
vant products," says Vaidya. “Of course, global 
players are adding to the competition but domain 
knowledge and the strength of the (product) 
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“WE WANT TO BE A GLOBAL COMPANY THAT — 








Rajesh Hukku, 46, Chairman and Managing Director, i-flex Solutions, speaks to 
BT's Priya Srinivasan on how his company plans to grow in the global market. 


What characterises a multina- 
tional firm? 

It has to possess the dual char- 
acteristic of being global and act- 
ing local. We started out as an 
Indian company that sells in var- 
ious countries, but want to tran- 
sit into a global company that 
manufactures in India. We also 
depend a lot on locals to under- 
stand the customer. Basically, we 
have to embed ourselves in each 
region and then use our globality 
to leverage regional strengths. 


What is the single biggest strategic 
decision that has paid off for i-flex? 
The decision we took on day 
one to understand the business 
of the customer inside out and 


not be just programmers. Also, 
the decision to focus on just one 
industry. There were times 
when we would get huge or- 
ders from other sectors that 
could have doubled our sales, 
but we simply turned them 
down despite advice to the con- 
trary. Secondly, our decision to 
focus on IPR and work at the 
next level of the food chain. 


Who according to you poses the 
biggest threat to i-flex on the global 
front —is it competing product com- 
panies or services ones? 

We have three kinds of com- 
petitors: global product compa- 
nies, local product companies, 
and in-house rr. In the services 


business, our biggest competi- 
tors are Indian services compa- 
nies. You might say we are the 
underdogs on the services side. 


What are some of the key chal- 
lenges that lie ahead? 

The challenges are different in 
different markets. In advanced 
markets, the key challenge IS 
that winning deals is an expen- 
sive affair. You have to keep inv- 
esting in marketing to win deals. 
Secondly, you have to show 
commitment to local markets 
and customers bv hiring local 
people. The third challenge, and 
I do hope this is transitory, is 
dealing with the perception that 
Indians are taking away jobs. 





architectural community in India, coupled with the 
offshore delivery model will remain our strengths,” says 
Ramesh Padmanabhan, COO, MphasiS IT Services. 

Ghaisas has even more compelling reasons to 
justify his belief that Indian product companies will 
continue to enjoy the India advantage for a while 
to come. “Basically, we are talking about an IPR 
(Intellectual Property Rights)-based business here 
and companies are still nowhere near comfortable 
enough to send any of their core IPR overseas or, 
for that matter, get core IPR generated overseas: it 
is too integral to what the company does; | am rea- 
sonably sure that we won't see that sort of work 
coming into India in the foreseeable future and un- 
til that happens, we still have the cost advantage 





of working and generating core IPR out of India." 

Meanwhile, i-flex is not without competition. In 
fact, the company faces competition not only from 
other product and services companies but even 
from the in-house IT departments of customers. 

"You would have to draw a matrix to identify 
our competition, it comes from various fronts," says 
Hukku. “Other product companies like Sanchez 
and Temenos; in-house IT; even Indian IT services 
companies in the services segment." 

So what is i-flex's differentiator in these seg- 
ments? *Well, on the products side, we have the 
most modern architecture, our R&D is very cost ef- 
fective, I could get four times as much R&D done in 
India as I could from a European country, and 


AS INDIA'S ONLY PRODUCT PLAY IN THE IT SECTOR, I-FLEX'S 
MODEL HAS BEEN VINDICATED BY A HIGHER GROWTH 
RATE THAN THAT OF MOST OTHER REPUTED IT PLAYERS 
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thirdly, Flexcube, our umbrella brand, has a 
the solutions for a universal banking enviror 
ment,” rattles off Hukku. 


It isn't a question of if but when. "I believe ther: 
are currently about 26 plavers in core banking 
solutions worldwide and the ability of all to sui 
vive Is zero, so there м ill be consolidation anc 
i-flex is going to have to acquire companies foi 
various reasons right from customer acquisitiot 
to R&D,” reasons Weste. 


I-FLEX WILL HAVE TO ACQUIRE 
COMPANIES FOR REASONS 
RANGING FROM CUSTOMER 
ACQUISITION TO R&D 


i-flex is already preparing tor this consolidation. 
Once it completes its sponsored ADR issue, the 
company will have the currency for acquisition, 
says Ghaisas, who describes the overall strategy tor 
growth as a “build, align or acquire” one. Which 
of these the company decides on at any given 
point depends on the strengths the partner brings 
to the table and also i-flex’s requirements. 

Weste, who anticipates major consolidation 
in the banking software products space oveli 
the next couple ot years, expects | Пех to enter 
into some sort of major global acquisition or allia 
ncc. ul absoluteh see a merger Of some sort in 
volving i-flex, with it being the majority partne: 
in the (new) company. I don't see i-flex being ac 
quired; it would have to be someone like Oracl 
Microsoft, PeopleSoft or SAP (buying the com 
pany, if at all), but I don’t really see a likelihood 
of that happening. What I think they should | 
doing is establishing good linkages with th 
likes of IBM or Accenture," sums up West 
Meanwhile, the i-flex bandwagon, with cus 
tomers numbering 428 financial institutions 
across 104 countries, rolls on. [Л 
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INCREDIBLY, AGAINST ALL ODDS, INDIA SEEMS TO HAVE 
A CHANCE IN AUTO AND AUTO COMPONENTS. 


N THE FACE OF IT, 
the Indian auto- 
motive industry’s 
global aspirations 
make no sense at 
all. There are just three Indian 
companies that make passenger 
cars of any significance. The Rs 
23,000-crore auto components 
industry is highly fragmented 
and largely family-owned and 
managed. In terms of technol- 
ogy, it’s stuck in a different era. 
So why does the industry think it 
has a chance of making it glob- 
ally? Ironically, precisely for the 
reasons mentioned above. 
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Since the auto components 
industry, which is more ambi- 
tious than the vehicle manufac- 
turers, has not invested in exp- 
ensive machines of mass pro- 
duction, it has an advantage in 
terms of cost and flexibility 
(read: smaller batch sizes). The 
industry association estimates 
that wages as a cost of sales in 
India are less than 10 per cent 
compared to 23 to 30 per cent 
in the US and EU. 

Currently, the components 
industry rakes in $800 million in 
exports. By 2005, it wants to up 
that figure to $1 billion and by 


2010 to $2.5 billion. How real- 
istic are the numbers? Quite. 
Part of the reason is actually for- 
tuitous. About a dozen foreign 
vehicle manufacturers have op- 
erations in India. Once they have 
helped their local vendors come 
up to scratch in terms of quality, 
they open the doors to their 
global network. Ford, for ex- 
ample, plans to source $500 mil- 
lion worth of components from 
India over a period of time. 
What about vehicles per se? 
Can India become an exporter of 
passenger cars or trucks? Yes. 
Hyundai and Ford already 

































export a largi number of irs 
But can Indian-owned manutac 
turers become global ni Wel |. 
an extent. Tata Motors, for ins 
tance, already sells its small ca 
Indica in Europe. Recently, it als 
acquired Daewoo's Commercia 
Vehicles business, giving it acces 
to markets in Korea and China 


besides the Da WOO brand and 


technology. WX ith лаг, 
to launch state-of-the-art 
before the end of 2006. 
But given the fierce con pet 
tion in the passenger car bus! 
ness, lata Motors тау stay COI 
tined [O0 | niche, Say, H small car 
in markets that are less devel 
oped. The auto components in 
dustry 1150) has ITS 3 ire Of cna 
lenges. For example, with mor 
electronics going into cars, sup 
pliers here will need to beef uj 
their own research. But as long a 
cost and quality remain an ad 
vantage, India has a tair chance 


I 
Carving a place our for itself ОТ 


the global automotive тар. 
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TATA TATA MOTORS | 





THE 





UNLIKELY 
CHALLENGER 


PEOPLE LAUGHED WHEN RATAN TATA WANTED 
TO MAKE A PASSENGER CAR. NOW, OF COURSE, 
AS TATA MOTORS’ INDICAS MAKE THEIR WAY 
INTO EUROPE AND OTHER PARTS OF THE WORLD, 
THE COMPANY IS CARVING OUT A GLOBAL 


NICHE FOR ITSELF. 


BY SWATI PRASAD 


F THERE'S ANY COMPANY THAT'S HAD A ROLLER- 
coaster ride over the last six years, then it has 
to be the Rs 10,855-crore Tata Motors. The 
investment in a passenger car plant was 
quickly followed by a bust in commercial ve- 
hicles, pushing the company into the red, and 
even the small car Indica's launch was beset by 
glitches. But things have changed dramatically 
over the last two years. Tata Motors is back with a 
bang. Its spruced up Indica has emerged as the 
second-largest car in the B segment (which ex- 
cludes the Maruti 800) with sales of 80,182 last 
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year, and the extended sedan version, Indigo, is also 
the number two in its segment. That apart, Tata 
Motors has struck a deal with Rover of the UK to 
sell its small car in Europe, and in February this year 
finalised a deal to buy Daewoo's Commercial 
Vehicles Company. “We would be truly global 
when we operate in geographies, becoming, an 
entity of the world, if vou like, rather than be an 
Indian company located in different countries," 
Ratan Tata, Chairman of the Tata group of com- 
panies, had told BT earlier this vear. 


Indeed, that's the vision with which the 
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automobile major is charting out its international 
plans. In passenger cars, the company wants to ex- 
pand operations to Europe. In commercial vehicles, 
the Tatas are exploring the Chinese and CIS mar- 
kets and plan to make India an export hub for fin- 
ished products—trucks and buses. The company is 
also eyeing South Asia and the ASEAN region for its 
products. In fact, Tata Motors is also eyeing 
Pakistan, which could prove to be a large market for 
its cars and trucks. Today, only 7 per cent of the 
company's revenues comes from markets outside 
India, and primarily through exports. According to 
Praveen Kadle, Executive Director (Finance), the 
target is to increase that proportion to 20 per cent 
by 2008. "A company can be called global, when at 
least 20 per cent of its revenues and profits come 
from outside India and it establishes local presence 
in kev geographies and raises the bar on new prod- 
uct development," says Rajat Dhawan, an analyst 
with McKinsey & Co. Going by Dhawan’s defi- 
nition, looks like Tata Motors is on the right track. 


EYEING THE GLOBE 
While Tata says that he had a global vision all 
along and had plans to take the auto company 
global even in the nineties, the actual process took 
off in December 2002, when Tata Motors en- 
tered into an agreement with MG Rover, giving it 
access to 250 dealerships across Europe. Although 
the British car-maker is ailing, particularly after its 


SALES" 


NET PROFIT*: 


separation from BMW, it still offers a platform for 
the Tatas to sell a planned 100,000 cars over the 
next four years. According to V. Sumantran, Tata 
Motors’ head of passenger car business, “This is just 
the first chapter. We plan to share products and 
jointly develop car parts." Also on the anvil is a suc- 
cessor to Indica and a Rs 1-lakh car, which should 
find a market in other developing countries. 

The Rover tie-up came as a jolt to Tata’s de- 
tractors in the Indian auto industry. In the initial 
days of its launch, Indica had to contend with a lot 
of quality snags. But the Tatas managed that pretty 
well with the launch of the Indica V2. Along with 
that, they also managed to turn around Tata 
Motors. The company had posted a Rs 500 crore 
net loss in 2000-01. And within two years, the com- 
pany was back in the black (it posted Rs 300 crore 
net profits last financial year). Thanks to some 
aggressive cost-cutting exercise initiated by Kadle 
(over the last three years, costs have been brought 
down by Rs 1,000 crore) coupled with the success 
of the Indica and the Indigo, the company is ex- 
pected to post a net profit of Rs 850 crore during 
2003-2004 on a revenue of Rs 12,550 crore. Car 
revenues are expected to cross $1 billion. 

The rapid changes at Tata Motors happened 
because its Chairman didn’t want it to remain a 
mere exporter. As a first step towards that, the 
company aligned its international business with the 
two business units—the passenger car business unit 


HOW GLOBAL? 


2002-03 | 2003-04 (NINE MONTHS) 
10855.05 | 10,068.04 
300.11 | 5178 

REVENUES FROM EXPORTS/OVERSEAS OPERATIONS’: 480.37 870 * 


OFFICES IN (MARKETING): 60 countries 


MANUFACTURING FACILITIES IN: Dharwar, Pune, Lucknow, Jamshedpur, Malaysia, 
Bangladesh, Kunsan (South Korea)** 


WORKFORCE IN INDIA: 22,254 

WORKFORCE OUTSIDE INDIA: 40* * 

NUMBER OF NATIONALITIES IN WORKFORCE: Two (Indian, Korean)" * 
OVERSEAS LISTINGS: None 


NUMBER OF NATIONALITIES REPRESENTED IN BOARD OF DIRECTORS: Two 
(Indian and German) 


ACQUISITIONS OVERSEAS (IF ANY) : Daewoo Commercial Vehicle Company, South Korea 


* Figures in Rs crore; + Estimate for 12 months; ** The Daewoo acquisition will be reflected іп 2004-05 books 
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With the Korean truckmaker, Tata Motors gets an entrepot to China. 


N NOVEMBER LAST YEAR, TATA 
Motors signed a memoran- 
dum of understanding to ac- 

quire Daewoo's Commercial 

Vehicle Company (осус) for $118 

million (Rs 542.8 crore). Finally, 

in February, the Tatas acquired 
рсус for Rs 465 crore. pcvc fits 
perfectly into Tata Motors. The 
company is the second-largest 
maker of commercial vehicles in 
Korea, with a quarter of the mar- 
ket. The $200-million pcvc is 
operating at only 25 per cent of 
plant capacity and yet it is a prof- 
itable company. The synergies 
between the two companies are 


significant. The Korean company 
is present in the 250 to 400 HP 
range of trucks, while Tata Motors 
delivers trucks upto 210 HP. 
Besids, Tata Motors gets the right 
to use the Daewoo badge on its 
own trucks if it so desires. 
Through the acquisition of 
this unit, Tata Motors can also 
address the Chinese market, even 
as it continues to scout for a joint 
venture partner in that country. 
The Tatas now plan to increase 
Daewoo's marketshare in Korea 
by getting into medium com- 
mercial vehicles—thereby trying 
to break the monopoly of Hyundai 


and Kia. There is a market for 
Daewoo's commercial vehicles 
in China, the Middle East, Latin 
America, and India. The com- 
bined turnover of pcvc and Tata 
Motors should exceed Rs 12,000 
crore this year. Tata Motors would 
work together with Daewoo on its 
new truck platform (currently 
under development). "The new 
truck could be more robust 
now," feels Ravi Kant, Executive 
Director (Commercial Vehicles 
Business Unit), Tata Motors. 
However, as of today, the dead- 
line for the new truck platform 
remains 2006. 





and the commercial vehicle business unit—for 
better synergies and focus. Therefore, from being 
present as an exporter in 70 countries, the com- 
pany today focuses on 15 to 20 key countries, 
where it will have a significant presence in terms 
of volumes and marketshare. Says Sumantran: 
“With this integration and focus, we will step 
out in specific areas with specific products. It 
will be unrealistic for us to be in all places and in 
all product segments. We will choose regions 
very carefully and make sure we are in the right re- 
gion at the right time." 

The implementation of the business strategy 
will be in three stages: the first involves product 
upgradation, the second, getting the sales and dis- 
tribution infrastructure in place, and the third, 
penetration of new markets. The three stages run 
concurrently. The company has manufacturing 
plants in Bangladesh and Malaysia. And in Sri 
Lanka, it has installed a sales process system. In 
2003, the company launched the EX series of 
trucks in 15 towns in Sri Lanka. Recently, a large 
contingent of dealers from South Africa was invited 
to visit the company's facilities in Pune and expe- 
rience the new face of the international business. 

The Tatas have also bagged an order from 
Senegal for 500 buses. This will also involve pro- 
viding technical and commercial assistance to the 
Senegalese government for setting up a bus body 
building plant. Tata Motors has been shortlisted for 


South Africa's "taxi project" in which the govern- 
ment will provide an entirely new transport system 
in that country. The company is also planning a joint 
venture project for bus body building in Ukraine. 
Says Kalpesh Parekh, an analyst with ASK Raymond 
James, who tracks the auto sector: “An Indian au- 
tomaker can't make a big bang presence in developed 
countries. It has to start with the developing coun- 
tries." According to Parekh, the Tata Motors' strat- 
egy is the right way of going global, since it re- 
duces its dependence on the Indian market, be- 
sides opening up markets overseas. In other words, 
it gives Tata Motors something to beat the cyclicality 
of demand in the domestic market. 


M&AS: THE WAY TO GO 

Ravi Kant, Tata Motors’ head of commercial vehi- 
cles business, wants to make the acquisition of 
Daewoo Commercial Vehicles Company (DCVC) a 
benchmark model for other companies to follow. 
“We would be a Korean company in Korea,” says 
Kant. The Tatas are laying down 100-day and 
one-year integration plans for bx vc. The acquired 
company would have a Korean head. In China, 
Tata Motors is looking for partnerships. *The 
due diligence of two to three parties is underway 
and we should be in a position to disclose a name 
by May-June this year,” he says. “We don't rule out 
an acquisition, though it's most likely to be a 
technical agreement or a JV.” 
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“WE NEED TO BREAK NEW GROUND” — 


Ratan Tata, Chairman of the Rs 50,000-crore Tata group, wants to confine Tata Motors to niche 
markets as the company goes global. And in the domestic market, the Rs 1-lakh car is expected to 
generate volumes. Excerpts from an interview with BT's R. Sridharan earlier this vear: 


Tata Motors is making some big 
moves. Has it managed to get a 
niche for itself in the global market? 
Yes. | think we have a lot more 
to do, but yes we have planted 
the seed of having that happen. 
Initially when we went into the 
car business, | thought we would 
have products in each of the seg- 
ments—the low end to the high 
end. But the way consolidation is 
taking place internationally and 
the kind of economies of scale 
that exist, I realised that we 
could never match that. That 
we could never be as fast in 
bringing out new products in all 


visualised. So we have to confine 
ourselves to being leaders in 
niche areas where we have the 
greatest edge and that edge is 
the ability to design and develop 
products at the low end and 
produce good value for money 
products at lower volumes. 


Your dream has been to give India 
a one lakh-rupee car. How close 
are you now to realising that 
dream? 

We wouldn't like to say whether 
we are close or not close. We 
have a team working on it. It's 
an exciting project because it is a 


going to be a new car in terms of 
material and in terms of the 
structure of the car. We are look- 
ing at things like, do we need to 
weld the body or can we use 
adhesives? We cannot look at 
it as taking a conventional car, 
stripping it down and getting it 
down to that level. It really has 
to be “lers do it differently". | 
would imagine in another six to 
eight months, we would have 
figured out which way we are 
going and then it would be an is- 
sue of proving the concept. 


What are your chances of becom- 


those segments as I had 


In the commercial vehicles segment, a quarter of 
the revenues should come from overseas by 2008. 
As a prelude to that, Tata Motors has launched a 
marketing thrust in Malaysia, Sri Lanka and 
Bangladesh. “We would be increasing our mar- 
ketshare in South Korea (through DCVC) by getting 
into medium commercial vehicles, thereby trying to 
break the monopoly of Hyundai and Kia,” says 
Kant. He also sees a market for Daewoo's trucks in 
China, the Middle East, Latin America, as well as in 
India. *The plant in South Korea is operating at only 
25 per cent capacity. Yet it is making profits," says 
Kant. "5o imagine the kind of profits it will deliver 
when it operates at higher capacities," he adds. 

But the acquisition of DCVC has not put the 
company's new truck platform on the backburner. 
Not surprising at all. With Daewoo, Tata Motors 
gets an immediate entry into other markets. But in 
order to be comparable with world class competi- 
tors in trucks, it would need the new truck platform. 
However, the company does plan to work with 
DCVC on the new truck platform and launch it 
prior to its target of 2006. 


CHALLENGES AHEAD 


Competitors say Tata Motors’ global strategy is 
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clean-sheet-of-paper project. It's 


ing No.1 by replacing Maruti 


fraught with risks. Especially the one pertaining to 
passenger cars, which now contribute almost 40 per 


cent to the company's topline. Firstly, the sceptics 
argue, the company is too identified with diesel. 


And in the passenger car segment, diesel has a 
poor customer perception. Besides, globally, new 
technologies are emerging in the diesel segment. 


And the Tatas need to give an answer to that by 


bringing out something equally contemporary. 
"That's when its real engineering skills will be 


REVVING UP 


Exports are climbing back up at Tata Motors 
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Suzuki, and by 2008 where would 
you like Tata Motors to be? 

Becoming No. 1 would depend on 
our really breaking new ground. 
We'll have to grow in the segment. 
Today, we have 20-odd per cent 
marketshare. So how much will we 
grow? It will have to come out of 
our eating into somebody else’s piece 








of cake. I think the real possibility of 


becoming No. 1 is if we break new 
ground. Are we able to do what | 
hope we can do and that is to in- 
troduce a vehicle that is between 
the lowest-priced car and the mo- 
torcycle and address that market, 
which I think is huge, and support it 
with the right kind of credit, to en- 
able the young Indian and the fam- 
ily to migrate from the scooter or 
motorcycle to a four-to-five-seat car, 
which will give him an all-weather 
transport with a certain degree of 
safety and meet emission standards. 
If we can do that, I think we can def- 
initely be No. 1. I mean, you can 
coast up from the goal of Rs 1 lakh 
and end up with Rs 2 lakh, but then 
you don't achieve what you set out 
to do. We could have had a car at 


that level much earlier. Then vou 
are just below Maruti or some- 
thing...you are just another car com 
pany. Here we really need to push 
ourselves to be different. 


So does that mean if the small car 
does not happen, then Tata Motors 
would remain No. 2 or No. 3 car 
company? 

No. Much would depend on what 
happens to Maruti, in terms of 
Maruti refreshing its small car 
portfolio. 


Have you given Tata Motors a deadline 
by which you'd like to see the small car 
on the road? 

No. We first need to have some- 
thing that meets this requirement, 
then we'll set some deadline. 


put to test," says a competitor. 

Secondly, competitors point out, the Indica is 
unlikely to be a success in Europe since it's priced 
way too high at £6,500. Ideally, it should be 
priced at around £4,500. Thirdly, the Tatas are 
exporting the petrol variant of Indica—which 
is not popular in India. Fourthly, Tata Motors is 
still not associated with high quality. For in- 
stance, Indigo is said to be having problems with 
its suspension. Besides, the argument continues, 
Tata Motors has never been rated too highly by 


JD Power, which periodically holds customer 


satisfaction surveys. But most importantly, com- 
petitors find it highly unlikely that the Tatas can 
offer anything that is close to a car at the price of 
Rs 1 lakh. “If a three-wheeler costs Rs 90,000, 
then how can a car be priced at that level?” asks 
a competitor. “You can’t make a car, that’s 
known as a car, at that price. If you use adhesives 
instead of nuts and bolts, then it is a different an- 
imal,” he argues. Sumantran does feel that launch- 
ing a car at that price will be difficult. He calls it 
the Holy Grail. But if there is any person in the 
Indian auto industry who can make that hap- 
pen, it's Tata and his find from General Motors 
in Detroit, Sumantran. 





According to Kadle, one aspect of going global 
is also to strengthen the company's operations in 
the domestic market. Considerable investment 
would be going into Tata Motors’ manufacturing 
facilities in Jamshedpur, Lucknow, and Pune. 
But Kadle is not willing to give out the details just 
yet. “We are currently looking at investment op- 
tions—how much to invest and where to in- 
vest,” says Kadle. “Most of the requirement of 
funds for investment will be met through internal 
accruals. However, there are interesting fund 
raising Opportunities and we would use that 
wherever possible,” says Kadle. Adds Amul 
Gogna, Executive Director, ICRA: “Increasing to- 
cus on establishing international presence through 
alliances as well as acquisitions may enable Tata 
Motors to globalise its operations.” 

For now, it’s Project 2008, which envisages en- 
tering more continents through JVs, acquisitions, 
exports, and greenfield operations; launching a 
successor to Indica; introducing a Rs I-lakh саг; 
and expanding domestic capacities. "That's keep- 
ing everyone on their toes," says an executive at 
the company. It will be worth everyone's wait to 
see whether Tata is able to deliver a globalised 
avatar of Tata Motors by 2008. В 
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PUNE I 





BHARAT FORGE IS 
ALREADY THE WORLD'S 
SECOND BIGGEST 
FORGINGS MANUFACTURER. 
BY 2008, IT WANTS 

TO BE THE 

NO. 1 PLAYER. 


BY SWATI PRASAD 


E ARE THE INFOSYS 





manufacturing," says 
Baba Kalvani, rathe: 
smugly. To his detrac 
tors, this may seem lik 
laying claim on the moon. But the 53 
year-old Chairman and Managing 
Director of the Rs 689-crore Bharat Forg: 
Ltd (BFL) has the uncanny knack of pro 
ing his detractors wrong. Let's prove that 
by going back a bit—to 1996. The auto 
industry was reeling under a sudden drop 
in demand. Almost all plavers had to 
contend with huge overcapacities. Ar the 
industry level, there was an overcapacit 
of 50 per cent and this adversely affected 
auto component manufacturers lik« 
Kalvani's Pune-based BFL. Rather than 
tighten his belt and put all investment 
plans on the backburner, Kalvani decided 
to diversify into new products and fora 
into overseas markets. It was, what he 
calls, a 4x3 strategy. 
Forging ahead: Chairman Babe From being a supplier to primarily 
Kalyani has set sights on the the commercial vehicles industry and hav- 
industry's top slot Ing 87 pcr cent Of 115 exports shipped tO 





just one company overseas (Meritor in 


PEDDINGHAUS 
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the US), Kalvani decided to get into passenger cars, 
diesel engines, and other businesses (like rail- 
ways, oil and gas, and construction—a diversifi- 
cation brought about in 2001, when BFL acquired 
the order book of a European firm, Dana 
Kirkstall). He also decided to expand geograph- 
ically and get customers in Europe, the US, and 
Asia. Kalyani invested Rs 300 crore in additional 
capacity during 1996 and 2000. There were peo- 
ple who thought BFL was stretching itself thin. But 
today that Rs 300 crore investment has paid rich 
dividends. BFL clocked a turnover of Rs 519 crore 
in 1997-98, but in 2003-04, it is expected to 
post a whopping Rs 1,500 crore in revenues. 

A good Rs 600 crore of that would come 
from Carl Dan Peddinghaus (CDP), a German 
forgings company that BFL acquired last year at 
a cost of Euro 29 million. This acquisition has 
made BFL the world’s second largest forgings 
manufacturer. Kalvani's target now is to look for 
acquisitions in the US and China. For, by 2008, 
Kalyani wants to turn BFL into the world's 
largest forgings player. “Luck favours the brave,” 
says A.K. Taneja, Senior Executive Director, 
Shriram Pistons and Rings. “Kalyani has created 
several Usps for Bharat Forge such as com- 
pressing the time required from design to de- 
velopment, and has acquired an interesting 
scale of operation through organic expansion 
and acquisitions,” says Taneja. 
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GOING THE WHOLE HOG 

One of the things that has worked in Kalyani's 
favour is that he hasn't waited for a boom before 
expanding capacity. Rather, he has invested in 
anticipation of one. He is using the same strategy 
even today. He now wants to double BFL’s plant ca- 
pacity by 2008. Reason: He wants to beat the 
$800-million Thyssen Krupp Gerlach of Germany, 
which is at present the largest forgings company in 
the world. Thyssen Krupp has plants in Germany, 
France, the US, the UK, Brazil, and Mexico. Besides 
forgings, it manufactures other auto components 
and makes steel. For 2002-03, the combined 
turnover of CDP and BFL adds up to around $300 
million. This year’s turnover should be considerably 
higher, although it would still be hugely short of 
Thyssen’s topline. 

In order to become the world’s largest forgings 
company, BFL would need to invest Rs 500 crore at 
its Mundhwa plant in Pune. While Rs 350 crore 
will be invested by 2006, another Rs 150 crore 
worth of investments will be made between 2006 
and 2008. At full-vear capacity, BFL alone clocks a 
turnover of Rs 1,000 crore. So by 2008, the com- 
pany should rake in over Rs 2,000 crore from 
India and exports. And perhaps, an equal amount 
should come from BFL’s plants overseas. 

At present, BFL has two plants in Pune. 
Currently, all the investment is going into the 
Mundhwa plant (there's another in Chakan). 


HOW GLOBAL? 


2002-03 2003-04 (NINE MONTHS) 
SALES” 68922 | 65152 
NET PROFIT’: 88.67 81.09 
EXPORTS/OVERSEAS REVENUES: 8867 81.09 


OFFICES IN: India, USA, Germany and China 

MANUFACTURING FACILITIES IN: Mundhwa (Pune), Chakan (Pune) and Satara 
WORKFORCE IN INDIA: 3,800 

WORKFORCE OUTSIDE INDIA: 800 


NUMBER OF NATIONALITIES IN WORKFORCE: 5 (Indian, Japanese, German, 
American and Chinese) 


OVERSEAS LISTING: None 
NUMBER OF NATIONALITIES REPRESENTED IN BOARD OF DIRECTORS: Only Indians 


ACQUISITIONS OVERSEAS: Carl Dan Peddinghaus GmbH, Germany, 
for Euro 29 million 


* Figures in Rs crore 
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For one, it makes tapping European customers that much easier. 


? BHARAT FORGE 


HEN BHARAT FORGE 
acquired a small 
Europe-based Dana 

Corporation firm—Dana Kirk- 

stall—three years ago, it taught 

the company two things: how to 
acquire customers and how to 
enter the new markets. And the 
company practiced the lessons 
it learnt by pitching for a bigger 
forgings company—the Euro 
116-million Carl Dan Pedding- 
haus GmbH of Germany. The 
acquisition of cop, at the cost of 

Euro 29 million, in November 

2003, brings five advantages 

to Bharat Forge. One, it has 

acquired a formidable customer- 
base in Europe. cpP's customer 
base includes auto majors like 

BMW, Volkswagen, Audi, Volvo 

and General Motors. If not for 


the acquisition, getting such a 
customer base would have been 
very difficult. Besides, when 
large OEMS set up shop in new 
markets, they mostly take their 
vendors along. Many of cpe's 
customers are eyeing the 
growing Chinese market and 
want to set up greenfield 
operations there. 

Two, cpP is a major supplier 
of critical components to leading 
car and commercial vehicle 
manufacturers. About 51 per 
cent of its revenues come from 
passenger car components. 
Against this, only 6 per cent of 
BFL'S revenues are accounted 
for by the passenger car seg- 
ment and 63 per cent from 
commercial vehicles. Hence, the 
combined entity will have a 


diversified presence in com- 
mercial vehicles and passenger 
cars, thereby hedging against 
any cyclical downturn. 

Three, cop's strength lies in 
manufacturing powertrains, forg- 
ing pistons, building chassis, 
and construction equipment-re- 
lated components. BFL's strength 
lies in crankshafts. After the ac- 
quisition of СОР, BFL would offer 
complementary products. Four, 
CDP Is strong in technology and 
would serve as a technology 
centre. Its technological advan- 
tages will be synergised with 
the low-cost advantages present 
in India. Finally, when BFL and 
CDP Start purchasing raw mate- 
rials jointly, they would be able 
to extract better bargains from 
their suppliers. 





However, in a year or two, Kalyani wants to start 
looking for a site for a third plant in the Mumbai- 
Pune region, since the company is running out 
of space at Mundhwa. He is, however, waiting for 
the new Special Economic Zone policy, and the 
sops therein. In mid-2003, BFL bagged orders to 
supply to Ford Motor Company and 
DaimlerChrysler. While most vendors take any- 
thing between a year and 18 months before be- 
ginning supplies, BFL has already started exporting 
to Ford, and supplies to DaimlerChrysler should 
start in the first quarter of 2004-05. 

According to Ramesh Rajan, Partner, 
PricewaterhouseCoopers, Indian companies that are 
going global need to focus on consistent quality, 
scalability of operations (involving making 


ONE OF THE THINGS THAT HAS WORKED IN BABA 
KALYANI'S FAVOUR IS THAT HE HASN'T WAITED 


upfront investment and being prepared to quickly 
scale-up volumes), invest in research and innova- 
tion, exports, logistics, warranty and liabilities, 
and cost competitiveness. “They must align them- 
selves with the cyclical nature of the global in- 
dustry,” says Rajan. And that’s something Kalyani 
is undoubtedly focussing on. 

Kalyani also wants to make use of the tremen- 
dous design and engineering potential in India. 
By July this year, BFL’s design, product development, 
and testing facility would start functioning. Auto 
companies across the world want to reduce costs 
and they achieve that by outsourcing design work 
to its vendors. Earlier, if a car company took five 
years to come out with a new car platform at a cost 
of $2 billion, today car companies want a new 


FOR A BOOM BEFORE EXPANDING CAPACITY 
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platform on the road within two years and are not 
willing to shell out more than $500 million for it. 
And Kalyani's BFL would help them achieve their 
stringent cost targets. 


SPREADING ITS WINGS 
In 2001, BFL acquired the order book of a small 
company, Dana Kirkstall, in Europe that belonged 
to Dana Corporation. That acquisition taught BFI 
how to enter new markets and acquire new cus- 
tomers. The Dana Kirkstall plant was later shut 
down. "The acquisition gave us a lot of confi- 
dence and experience," says Amit Kalyani, Baba 
Kalyani's son, who is also BFL’s Vice President and 
Chief Technology Officer. Kalyani Jr, 29, plays a 
crucial role at BFL. He is incharge of SAP imple- 
mentation, looks into manufacturing, investor re- 
lationships, strategy (acquisitions, planning mar- 
keting), and technology. “For the last three years or 
so, we had been on the look out for a company in 
Europe. We wanted a technologically advanced 
company in the same product range as BFL in order 
to get us a foothold in Europe,” explains Kalyani. 
According to him, CDP and BFL are a fantastic fit. 

BFL now wants to have a manufacturing base in 
the US and China. It already has a large footprint 
in the US via exports, but it has come to realise that 
if it wants to be No.1, then a physical presence may 
be inevitable. How does Kalyani plan to manage the 
high cost of manufacturing in the US and Europe? 
“As in the case with CDP, we will have to synergise 
between the plant here and the one in the US. 
This would help us get better value and volumes,” 
says Kalyani. As per the plan, all the new business 
for CDP will come to India. “Bharat Forge bought 
CDP at an attractive price of Euro 29 million. As per 
my estimate, BFL should be able to recover the in- 
vestment within the next two years,” says Kalpesh 
Parekh of ASK Raymond James. 

The German firm has an impressive client base. 
“When a CDP customer knows that the auto com- 
ponent firm now has a low cost strategy, they will 
support CDP all the more,” feels Kalyani Sr. Part of 
the business then gets shifted to India. In the auto 
supply chain, engineering and product develop- 
ment, relationships are critical, and Kalyani believes 
that it is not possible to develop deep relationships 
with, say, a BMW, Audi, or Volkswagen sitting in 
Pune. It happens only when you go to their coun- 
try. Besides, between the two companies, some 
250 tonnes of steel is bought annually. Kalyani also 
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Having acquired Carl Dan Peddinghaus (CDP) 
GmbH, a forgings shop in Germany, at a cost of 
Euro 29 million, Baba Kalyani, Chairman of 
the Rs 689-crore Bharat Forge, is now on the 
lookout for acquisitions in the US and China. His 
goal: Become the world’s largest forgings com- 
pany, by 2008, he tells BT's Swati Prasad. 


With the acquisition of CDP, you have become the 
world’s second largest forgings company. Are you 
aspiring for the top slot? 

Of course. The largest forgings company in 
the world is the $800-million Thyssen Krupp 
Gerlach of Germany, which has plants in 
Germany, France, the US, the UK, Brazil, and 
Mexico. If we add up the turnover posted by 
Bharat Forge and cpp for 2002-03, our com- 
bined turnover comes to around $300 million. 
But this year’s turnover should be consider- 
ably higher. In any case, we are around $450 
million behind Thyssen. Our internal target is to 
be the world’s largest forgings company by 
2008. This means a lot of hardwork. We hope 
to roughly double our plant capacity at a cost of 
Rs 500 crore by 2008. 


After having obtained a foothold in Europe (CDP), 
what's your next destination? 

We would now be looking at America and 
China. We have a fairly large footprint in the US 
through exports. But if we want to be the largest 
forgings company in the world, then we have to 
be physically present in the US. Between China 
and the US, the latter is more important. But we 
have started work in both the countries. 


At a time when developed countries are outsourcing 
from India, you are on the lookout for acquisitions. 
How would you deal with the high cost of production 
in the US and Europe? 

It is not possible to develop deep relationships 
with large OEMs sitting here in India. You need 
front-end operations in these countries. In the 
case of CDP, all new business for CDP will come 
to India. When a European customer knows that 
CDP has a low-cost strategy, they will support cpp 





plans to reduce costs by purchasing steel together. 


INORGANIC GROWTH 

Talk to Kalyani and it becomes obvious that he 
considers acquisitions to be the best way to go 
global in a relatively short span of time. Indeed. 
You don’t just get a manufacturing base overseas al- 
most overnight on a platter, but also there's no 
pressure on prices, since no new capacity is getting 
created, but only ownership changing hands. And 
then, you get the acquired company’s existing 
customer base. Says Dhawan of McKinsey: "The 
duration of business cycle in the auto industry 15 
around five to seven years. And M&A options help 
Indian companies in building an international 
franchise in a short span of time so that they can 
hedge against a downturn in the domestic market." 
There are others who feel that while M&A is one of 
the routes of going global, it may not always be the 
right one. For instance, acquisitions at à price sig- 
nificantly higher than the fair value may nullity the 
competitive advantage. Similarly, cultural mis- 
matches and a lack of synergies may result in de- 
struction of shareholder value. 

Kalyani, however, asserts that he has taken 
care of most of the cultural issues. A team from BFI 
would go once a week to Germany in order to 
monitor the operations of CDP. “We are under- 
taking а 100-day programme at CDP for relationship 
building,” adds Kalyani. “We are today the most 
profitable forgings company in the world and the 
Germans respect that. Today, we are not \ iewed as 
a company from the Third World ruling over a 
German firm." His group's workforce today 1п- 
cludes Japanese, German, American, and Chinese 
people. It has 31 customers across the world, and 
only 31 per cent of its turnover comes from India. 
Another 26 per cent comes from Germany, 16 
per cent from Europe (other than Germany), 10 per 
cent from China, and 17 per cent from the US. By 
2008. he wants India's share in BFL's turnover to 
drop to less than 25 per cent. 

Despite the group's impressive global cus- 
tomers and revenue figures, industry watchers Say 
that becoming a truly global ммс may be no cake- 
walk. “There are other ambitious players in cost- 
competitive markets like Brazil who are also gun- 
ning for the same position,” says Гапеја of Shriram 
Pistons. But obviously, Kalyani has a headstart. His 
group is already No. 2, so making the leap to the 
No. 1 slot should be relatively casy. Ell 
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SUNDRAM  SUNDRAM FASTENERS | 





ON TO THE 
FAST LANE 








OVER THE LAST FIVE YEARS, THE CHENNAI-BASED 
SUNDRAM FASTENERS HAS MADE A SERIES OF 
SWIFT MOVES, SNAGGING A BRITISH FORGINGS 
MAKER AND THEN OPENING A PLANT IN CHINA. 
NOW IT LOOKS SET TO BECOME ONE OF THE 
INDUSTRY'S FEW GLOBAL PLAYERS. 


BY NITYA VARADARAJAN 


N MAY THIS YEAR, JIAXIN CITY IN THE HAIYAN 

economic zone, 100 kilometres from Shan- 

ghai, will see a world-class fasteners plant go 

onstream. Only this time, the factory's facade 

will read Sundram Fasteners, making it one 
of the few Indian auto components manufacturers 
to exploit China's manufacturing edge. 

When Sundram Fasteners (SFL) announced this 
in March 2003, the industry reacted with scepti- 
cism. After all, China isn't an easy place for 
foreign manufacturer. But the company's Chairman 
and Managing Director, Suresh Krishna, saw it as 
a move his company had to make. *We decided 
that we could not restrict ourselves to India,’ 
Krishna explains. The new company Sundram 
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gain acceptance," 


Fasteners (Zhejiang) Ltd., which will make value- 
added fasteners besides the regular variety, has an 
initial investment of S5 million (Rs 22 crore), 
but additional investments of up to $ 12.5 million 
(Rs 55 crore) is planned. 

SFL found that there was a clear need for a re- 
liable, high quality fastener supplier to meet the 
needs of the growing automotive industry. After all, 
China produces 1.6 million commercial vehicles 
and buses, one million cars and five million two 
wheelers. “The auto MNCs in China were import- 
ing their fasteners and since we were already sup- 
plying to them in Europe and US, it was simply a 
question of producing closer to the market to 
says Krishna. 
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China is expected to bring its auto 
components industry in line with international 
practices, but by then Sundram Fasteners would 
already be an established company. “The coun- 
try is very focussed in its approach in getting cap- 
ital and there was no insistence on the joint 
venture route,” says А. Natarajan, Senior General 
Manager, Pondicherry, who is going to China to 
oversee operations. And yes, he is learning man- 
darin for the foray. 

Like the company’s Indian plants, the one in 
China will be tuned to total productive mainte- 
nance (ТРМ), and have all the necessary certification 
standards required by global auto players. From 
here, it will be able to supply to other Asian mar- 
kets, where the next big leap is expected. 

According to Krishna, China is close to India in 
costs of manufacturing and would have a slight 
freight advantage in selling to countries closer to 
it. But India has better engineering skills and 
know-how that should be used to its advantage. 

For Krishna, China was a good experience in 
terms of the reception he was given and the single 
window clearances that followed. “The country is 
so focussed on getting investments that it is not un- 
duly concerned where it comes from—west or 
east. The doors are thrown open,” says Krishna. 
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The company is now working out the com- 
pensation packages and statutory compliances 
that would ensure a good working environment in 
China. “We will make sure that we get man- 
power to our specifications and expectations," 
says Anand Rao, Senior Manage>, HR. Krishna 
feels that the next one year in China will be one of 
learning, but in four years Sundram Fasteners 
will be closer to winning. 

But the company’s global foray is not all about 
China. Recently, it acquired Cramlington Forge (in 
UK) from Dana Spicer, which was a collaborator 
of Axles India (a subsidiary of Wheels India, an- 
other TVS group company). The acquisition, at 
52.64 million (Rs 11.6 crore), was advantageous 
because the plant was profitable and also be- 
cause of the whole new customers that 
Cramlington offered. Furthermore, the technol- 
ogy employed in Cramlington (warm forgings) 
could also be transferred when required to the 
Pondicherry unit of SFL that recently got into 
this area. This acquisition, though in a totallv 
different setting (compared to China), is expected 
to be smooth. “Thanks to the п industry pro- 
moting brand India and the inherent good name of 
TVS internationally, we are not viewed with scep- 
ucism with regard to our capability to manage the 


HOW GLOBAL? 


2002-03 2003-04 (NINE MONTHS) 
SALES" 519.44 44786 
NET PROFIT’ 45.39 39.79 
EXPORTS/OVERSEAS REVENUES": 96.06 82.7 


OFFICES IN: India only 


MANUFACTURING FACILITIES IN: Padi, Chennai; Harita, Hosur; Krishnapuram, 
Aviyur Post, Aruppukkottai Taluk, Virudhunagar District, (Tamil Nadu 
Bonthapally Village (Andhra depu ; Korkadu Village, 
Mittamandagapet Village, (Tamil Na 

Kuala Lumpur, Malaysia; and Northum 


WORKFORCE IN INDIA: 1,582 
WORKFORCE OUTSIDE INDIA: 60 


NUMBER OF NATIONALITIES IN WORKFORCE: Five (Malaysian, Chinese, English, 
American and Indian) 


OVERSEAS LISTINGS: None 
NUMBER OF NATIONALITIES IN BOARD: One (Indian) 


OVERSEAS ACQUISITIONS: Precision Forging Unit at Cramlington, UK, 
from Dana Spicer Europe for $2.64 milli 


* Figures in Rs crore 


Pondicherry); 
|: Zhejiang province, South China; 
erland in United Kingdom 
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TPM (Total Productive Maintenance) is Sundram Fasteners’ mantra for success. 


UNDRAM FASTENERS FOLLOWS 
С" Total Productive 

Maintenance (TPM) sys- 
tem for best manufacturing prac- 
tices. SFL was aware that a foray 
into exports implied good quality, 
good manufacturing systems and 
an overall system like the ISO. 
The quality tag was already there 
thanks to the TVS brand. Manu- 
facturing was improved by bring- 
ing in modular systems and em- 
powering managers in decision- 
making. Then, delivery issues 
were addressed. “We can have 
the best planning but a simple 
equipment problem can throw 


everything awry,” says SFL Presi- 
dent Sampathkumar Moorthy. 
TPM was chosen because a 
manufacturing orientation was 
felt to be better suited to tackle 
SFL's problems. Targets are stiff: 
zero defects, zero accidents, 100 
per cent delivery performance 
and so on. The journey began 
nine years ago and it will take 
some more time to reach its peak. 
Already, production has incre- 
ased two-fold in the last five 
years, accidents are down to 
zero, tooling changes take min- 
utes, and on-time delivery has 
improved by 70 per cent. “We 


are pleased with the results,” 
says CMD Suresh Krishna. 

SFL will take into consider- 
ation the local culture in the re- 
gions it operates in but the man- 
ufacturing practice will not vary. 
On May 21, the Chinese opera- 
tions will take off, and TPM 
practices being followed in India 
will be replicated there. Even 
in the UK plant of Cramlington 
Forge, which is currently fol- 
lowing its own practices, TPM 
will be implemented. “Not that 
the current system is bad, but 
TPM definitely enhances value,” 
says Krishna. 











plant,” says Sampathkumar Moorthy, President, 
Sundaram Fasteners. 

While the initiative to go global started in the 
mid-nineties among the industry, SFL had long 
believed that only exports would give it protection 
from a cyclical domestic market. *But to be recog- 
nised internationally, one has to be recognised at 
home,” says Krishna. The company has stuck to its 
high quality standards everywhere, which has 
been well appreciated by overseas visitors, who 
tend to get suspicious when they see production 
lines of varying quality. “Invariably, they would 
wonder in such cases whether they would be 
shortchanged, with the products getting inter- 
mingled,” says $.A. Sekaran, Deputy General 
Manager (Exports). One of the earliest lessons of 
globalisation, small but significant. 


NUTS-AND-BOLTS MAN 
Krishna, who has a degree in English literature, had 
to start from scratch with SFL, a company acquired 
by the TVS group. He decided that he would 
learn in his own way—from people already knowl- 
edgeable in the field. 

The initial years were tough. The first big order 
came from Tata Motors (then Telco) in 1966- 
67, and the first export order in 1969. For two 
years starting 1975, SFL also supplied to Mercedes- 
Benz, an experience that proved invaluable. 

In 1979, the company moved to Padi and 


) 





started manufacturing critical engine parts. 
Meanwhile, the other TVS companies were going 
for joint ventures, but Krishna decided against 
one. His logic: JVs bring no advantage other than 
technology. “By its very nature, a joint venture is 
detrimental,” he says. That was another lesson in 
his concept of globalisation. 

In 1981-82, SFL had a turnover of Rs 16 crore 
and the company went public the following year at 
Rs 14 per share, offloading 49 per cent. In 1985, 
the first batch of exports worth Rs 10 lakh was 
shipped, marking its intention to focus more on 
exports. Initially, exports went to the aftermarkets, 
but as home orders too grew, a new plant was set 
up near Madurai. By now, Krishna was clear that 
exports were needed to ensure the company's 
growth. He already had some ideas: no JVs, but 
utilise consultants and published material; focus on 
quality; and use the back up of the TVS group. But 
the most important parameter was a consistent 
company vision. *There have to be set goals and 
people have to be motivated every time to achieve 
them," he says. And he's done his bit for employee 
satisfaction. He meets his workers four times a year, 
and hands out bonuses and incentives personally. 

Another important benefit of this HR policy 
was that it helped the company overcome the 
pains of learning to export. While customer dem- 
ands and expectations increased, the pipeline to 
export had also to be aligned. “Managing orders, 
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“THE 21ST CENTURY BELONGS TO ASIA" 











GLOBAL 





Sundram Fasteners’ Suresh Krishna started down the globalisation road much before many of his 
peers in the auto components industry did. Today, Sundram Fasteners is not just one of General 
Motors’ best suppliers, but also a manufacturer with bases in China and the UK. Krishna 
spoke to BT on going global. Excerpts: 


Why did China look at- 
tractive for a company like 
yours? 

| studied the opportu- 
nities and felt that 
Sundram Fasteners had 
а gi оа chance of suc- 
ceeding. As to the coun- 
try risk and its culture, | 
would now take up the 
example of the Britons 
in the 19th century, 
when they came to 
India. It was an alien 
country, with an alien 
culture. Nevertheless, 
they came to Calcutta, 
used our resources to 
clear forests, cultivated 
tea, processed it and 
sold it back to us. In 
those days, they had 
none of the communi- 
cation advantages we 
have today. Yet, we 
dither. If we can't take < 
risks, we should not be = 
running enterprises. 


MEH ERA 


Why did setting up a base make 
more sense, compared to export- 
ing to China? 

China has such a huge potential 
that we would only be limit- 
ing ourselves if we export from 
here. We may succeed in exp- 
orting some products, but will 
at best touch the periphery. 
Once inside, we can sense the 
actual requirements better. A 
company with a local presence 
and an established manutac- 
turing base will be viewed more 
favourably by all involved. 
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Labour costs are also competi- 
tive—we can’t think of setting 
up greenfield facilities in Europe 
or the US, 


What do you think of the mar- 
ket potential of Asia? 

The 21st century belongs to 
Asia. Whether it is Vietnam, 
Thailand, Japan or Korea, even 
India and Pakistan—a 10- to 
| 5-year waiting period is not 
long. Perhaps, there will be ac- 
tion even in five vears, but it 
will definitely happen. We al- 
ready have a plant in Malaysia 


supplying to Proton 
through an existing Joint 
venture of Autolec. This 
could be developed fur- 
ther and we could think 
of other plants too. 


What about acquisitions 
in the developed coun- 
tries? 

There has to be a dis- 
tinct advantage, since 
running overseas plants 
in devek ped economies 
is expensive. Either 
there should be a ready- 
made customer base 
that can be leveraged 
with our existing oper- 
ations or the company 
should be reasonably in- 
expensive to acquire. 
Alternatively, there 
should be a product line 
or technology that 
makes it unique, so that 
we can broadbase our 
own product offerings. 


Would you continue to be a “nuts 
and bolts” company? 

The market for this has steam 
for many more years. The 
global market for fasteners is 
$7 billion. A single company 
like General Motors sources 
$350 million worth of fas- 
teners every year. We are only 
exporting $6 million. We 
have high value fasteners and 
the capacity to expand our 
product range. We can defi- 
nitely do more to grab market 
opportunities. 








ACQUISITIONS WILL CONTINUE, BUT ONLY IF THEY 





MAKE COMMERCIAL SENSE AND COME WITH A 
REASONABLE PAYBACK TIME 


understanding requirements, re- 
sponding to difficult expectations, 
and managing sensitivity to short 
recalls put enormous stress on the 
organisation. If our people were 
not with us 100 per cent, we 
would not be half as successful as 
we are,” says Moorthy. 

And then came the need to 
have certified systems. “In 1989, 
overseas customers started ask- x s 
ing us if we were ISO-certified," 
says Krishna. With the help of 
UK auditors, BVQI, Sundram Fasteners became the 
first company in the country to get ISO certi- 
fied in December 1990. 

And after four years of intense evaluation, SFL 
decided to go for TPM since it was ideally suited 
for manufacturing. “We found earlier that a 
quality approach alone was not enough—all sys- 
tems may be in place but product output, qual- 
ity and delivery were the final deciding factors,” 
says Moorthy. 

With TPM, improvements were almost in- 
stant in turnaround times, decreasing costs and 
optimisation of production and increasing life of 
machinery. These factors helped SFL cope better 
with industry downturns, when costs had to be 
watched closely. 

The acquisition of General Motors’ radiator 
cap plant in 1992 was a breakthrough for SFL, giv- 
ing it valuable experience in supplying to 28 dif- 
ferent plants of GM just-in-time. 

The ability to respond quickly to customers has 
also stood SFL in good stead. Ten months back, 
John Deere found itself short of critical fasteners 
used in the connecting rods in an assembly line. 
The normal lead time for developing such a prod- 
uct would be 60 days, but sri. was given a week's 
time to deliver the product in the US. Incredibly, 
the products reached the US on time. 

After Sundram Fasteners took over Autolec, an 
engine products manufacturer, in 1999, its export 


Figures in Rs crore 


SOARING MARKET CAP 


SFL's gains have been recent. 





2001- 


02 


orders have grown. For the last 
two years, its exports have doubled 
and according to Krishna, 
Autolec's exports stand to over- 
take the parent company's exports. 

For the future, Krishna has got 
other plans. Acquisitions will con- 
tinue, but only if they make com- 
mercial sense and have a reason- 

able payback time. Likewise, 
2d ve chances of greenfield projects 
would be higher in Asia than in the 

developed countries. 

For now, SFL has to open offices closer to its 
customers and put technically skilled and senior 
executives to run them. “Clients like our ap- 
proach and pricing, but want us to be within 
reachable distance for spot assessment and serv- 
icing,” says Sekaran. 

Next on Krishna's agenda is an R&D centre 
for design and validation. Reason: Quality, pricing, 
delivery are hygiene factors, and customers want 
greater value addition on a continuous basis. Says 
Sekaran: “Our overseas customers want us to be 
more proactive, they will give us the specifica- 
tions and we should provide the design.” 

Autolec has recently opened its design centre, 
which will do design and validation. Fasteners, 
however, will continue to be the biggest export 
driver for SFL. In a combined turnover (that includes 
Autolec) of Rs 710 crore expected this year, fas- 
teners will contribute 50 per cent; metal forms di- 
vision 26 per cent; Autolec 20 per cent, and radi- 
ator caps 4 per cent. 

But don’t make the mistake of dismissing Sun- 
dram Fasteners as just another nuts and bolts 
company. Krishna’s zodiac sign is the Capricorn 
and Linda Goodman, the famous American sooth- 
sayer, has an interesting thing to say about 
Capricorns. According to her, one never sees a sure- 
footed mountain goat (sign of the Capricorn) 
making its way to the top, but quite suddenly it is 
there. So, watch out for Krishna. 


Lud INVNIM 
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MANUFACTURING 











THE WORLD 
IS OUR 
SHOPFLOOR 








THE 21ST CENTURY HAS SEEN INDIA'S MUCH MALIGNED 
MANUFACTURING INDUSTRY EMERGE AS A GLOBAL FORCE. 


NDIA’S APPROACH TO 
manufacturing, anyone can 
tell VOU, has bordered on 
the struthionine. And so, 
for much of the 19705, 
1980s, and 1990s, the country 


has watched as the epicentre of 


the manufacturing world has 
shifted from the US and Europe, 
first to South-East Asia, then to 
Mexico and Latin America, and 
lately to China. India didn’t fig- 
ure in the radar of global giants 
looking to put down manufac- 
turing facilities. The general rule 
of thumb was: software devel- 
opment centres, definitely, 
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factories, never. Which is what 
makes the emergence of Indian 
manufacturing as a globally rel- 
evant thingamajig that much 
more significant. 

Unlike India's great тт boom, 
which was engendered by a com- 
bination of factors mostly not 
of the industry's making, this, 
the resurgence in Indian manu- 
facturing, isn't built around what 
economists call factor-advantages 
related TO resources, COSTS, and 
skill sets. Instead, it has every- 
thing to do with how some 
Indian manufacturing compa- 
nies—mostly owned and con- 


trolled by family business 
groups—have cut costs, improved 
efficiencies and quality, and gone 
global. True, the cause of Indian 
manufacturing has been helped 
by a booming domestic market, 
a phenomenon that has had two 
main implications. One, it has 
helped Indian manufacturing 
companies build scale; that, and 
the fact that the Indian market is 
extremely price sensitive makes 
these companies operate at high 
levels of efficiency; and the com- 
bination of scale and efficiency is 
just what is required to succeed 
globally. Two, it has helped the 


































country emerge a viable mani 
facturing destination for comp: 
Tics: mobile phone manufactul 
ers. for instance, can now lo 
forward to a 20 million-plu 
pieces a year market. М ith th 
private sector beginning to mak 
inroads into infrastructure, thi 
government moving slowly ah 
with SOTTIC much-ne eded reforms 
and various state governments 
realising that attracting manu 
facturing-investment is the easiest 
way to create jobs and impro\ 
the local economy, the overa 
manufacturing climate in tl 
country has improved. And com 
panies that have, over the past 10 
vears, learnt to prosper in an in 
frastructure-strapped and prici 
conscious market are realising 
that there's nothing to hold 
them back from succeeding 
infrastructure-rich ones. Result 
A sort of debutantes parade that 
started around the middle о! 
2001 and shows no signs ol 


abating. Bravo! bt} 
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WITH A SUCCESSFUL LISTING ON LSE, STERLITE 
ENDS A COMING-OF-AGE ARIA THAT BEGAN 
WITH A SERIES OF AGGRESSIVE ACQUISITIONS 
BACK HOME IN INDIA. NEXT STEP: GLOBAL 


M&M (MINING AND METALS 


SAYS THE COMPANY. 


BY ROSHNI JAYAKAR 


ECEMBER 10, 2003, WAS A MOMENTOUS 
day for Anil Agarwal, the Chairman 
and Managing Director of the Rs 
6,015 -сгоге Sterlite group. Vedanta 
Resources, the holding company of 
the group, had raised a record $1 billion 
(Rs 4,500 crore) in its maiden public offering on 
the London Stock Exchange, the largest mop-up by 
any Indian company in overseas markets and the 
second largest IPO in Europe in 2003. 

In a span of a little over 25 years, the scrap tra- 
der from Patna has come a long way. The issue has 
given him the wherewithal to back his vision of fig- 
uring among the world's largest metals and mining 
(M&M) companies. The global M&M market is 
dominated by a handful of companies that te wether 
account for close to three quarters of the business. 
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The rest is fragmented among hundreds of small 
players. Agarwal's dream is a place in the elite 
group. "We want to create a world class 
55-7 billion (Rs 22,500-31,500 crore) metals and 
mining company," says Agarwal. 

It was to achieve his global ambitions that 
Agarwal shifted to London in early 2000. The 
» 1-year-old, who is now a London-based NRI and 
spends three days in Mumbai every month to 
preside over operational reviews of the group's 
businesses, thinks it was a good move. *Almost 
all the large mining companies like BHP Billiton. 
RTZ and Anglo America have their assets in the 
third world and are headquartered in London." 
And all these were once regional players. 
"Whatever businesses we are in we are the low- 
est cost producers and now we are scaling up to 


Men of Mettle: Anil Agarwal 
(fourth from teft) with his A-team 
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world size,” he adds, articulating his group’s 
ability to compete with the best. 

Agarwal may be rich and based in London 
but he eschews designer suits, always has a few vol- 
umes of the Bhagavad Gita within reach, and has 





HOW GLOBAL? 


2002-03 | 2003-04 (NINE MONTHS) 


SALES" 5015 | 5,950 
NET PROFIT*: 406 | 530 
REVENUES FROM EXPORTS”: 950 1100 





REVENUES FROM OVERSEAS OPERATIONS’: 272 233 


OFFICES IN: Mumbai, Chennai, New Delhi, Kolkata, Udaipur, Korba, 
London and Australia 


MANUFACTURING FACILITIES IN: Sterlite: Tuticorin, Silvassa, Pune 

BALCO: Korba in Chhattisgarh and Langigar in Orissa 

HZL: Zinc smelters in Chanderiya and Debari in Rajasthan and Vizag in Andhra 
Pradesh and Zinc mines in Rampura Agucha, Rajpura Dariba and Zawar in 
Rajasthan MALCO: Mettur in TN 

Indio Foils: Kolkata, copper mines in Australia, gold mines in Canada 


WORKFORCE: 14,500 
WORKFORCE OUTSIDE INDIA: 250 


NUMBER OF NATIONALITIES IN WORKFORCE: Five (Australian, American, English, South 
African and Indian) 


OVERSEAS LISTING: Group holding company Vedanta Resources listed on LSE 


NUMBER OF NATIONALITIES REPRESENTED ON THE BOARD OF DIRECTORS: Three (Indian, 
South African and English) 


ACQUISITIONS OVERSEAS: Two copper mines in Australia 


* Figures in Rs crore 
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the Indian and Chinese Gods of wealth adorning 
his room. He met with this writer in January 
2004, a month after the LSE listing, in his Mumbai 
office to lay out a step-by-step approach to Sterlite’s 
global greatness. 


THE BEGINNINGS 

Agarwal’s growth strategy owes something to 
his beginnings as a scrap trader: he acquires under- 
performing assets cheap and turns them around 
with élan. His first move was in the 1970s when, 
in order to set up his own cable company, he ac- 
quired Shamsher Sterling Corporation, a manu- 
facturer of polyvinyl chloride powder and enam- 
elled copper wire. In 1988, Sterlite made an ini- 
tial public offering to finance its first polythene in- 
sulated jelly-filled copper telephone cables plant. 
In keeping with Agarwal’s strategy to concen- 
trate on businesses with high growth potential, 
Sterlite discontinued production of polyvinyl ca- 
bles and in 1991 set up a continuous cast copper 
rod plant. He then integrated backwards to obtain 
captive sources of copper by commissioning the 
first privately-developed copper smelter in India 
at Tuticorin, Tamil Nadu, in 1997. 

To build an integrated copper company and 
source copper concentrate for the Tuticorin smel- 
ter, the Mauritius-based Twin Star holdings, which 
holds 55 per cent stake in Sterlite Industries, 
acquired Copper Mines of Tasmania Pty, which 
owns Mt Lyell Copper mine and Thalanga Copper 
mines, in October 1999, Today, the company 
has also been identified as the preferred bidder for 
a strategic stake in Konkola Copper Mines Plc, 
which operates two open pit copper mines and a 
copper smelter in Zambia. 

Agarwal followed his copper play with a simi- 
lar aluminium one. The group entered the business 
in 1995 by acquiring 80 per cent interest in Madras 
Aluminium Company (MALCO), which had come 
under the purview of the Board for Industrial and 
Financial Restructuring (BIFR). Soon after taking over 
the company, Agarwal turned it around. Agarwal’s 
recipe for success was based on capacity utilisation, 
reducing raw material and operating costs and 
providing professional management. By September 
1997, BIFR stated that MALCO was no longer a 
‘sick’ company. Critics point out that the major rea- 
son for MALCO’s profitability was the fact that it paid 
a subsidised power tariff of Re 1 per unit to the 
Tamil Nadu Electricity Board (TNEB); other com- 
panies paid an average of Rs 2.50 a unit at the time. 
However, the subsidised power was available only 


THREE QUARTERS OF THE GLOBAL METALS & MINING 


MARKET IS DOMINATED BY A HANDFUL OF COMPANIES. - 
AGARWAL'S DREAM IS A PLACE IN THIS ELITE GROUP 


till the middle of 1998. Soon after TNEB started 
charging commercial rates, MALCO set up a captive 
power unit. And to increase scale and size, it ac- 
quired a 38.8 per cent stake in India Foils, then a 
loss-making company, in March 2000. 

When the Government of India got serious 
with its disinvestment programme, Sterlite acqui- 
red a 51 per cent stake in BALCO in March 2001 for 
Rs 550 crore. This made it a significant player in 
the domestic market for aluminium (the move 
took its marketshare from 4 per cent to 20 per cent 
in primary aluminium and from no presence in 
rolled products and extrusions to 26 per cent 
and 7 per cent respectively). Agarwal managed to 
swing the BALCO deal against all odds, but then had 
to grapple with a daunting management chal- 
lenge at BALCO. The company was the most expen- 
sive producer of aluminium in the world: each 
tonne of aluminium produced cost Rs 76,000, 
the plant was outdated, and the company boasted 
a bloated workforce that numbered around 7,000. 
Agarwal cut labour costs through a voluntary 
retirement scheme. The company turned a cash 
profit in 2001-02 and a net profit (of Rs 64.5 crore) 
in 2002-03. In 2002, Sterlite acquired Hindustan 
Zinc from the Government of India. Says Tarun 
Jain, Director (Finance), Sterlite: “All the acquisitions 
have been funded by leveraging the Sterlite balance 
sheet and cash flow generations.” Not surpris- 
ingly, the company’s debt-to-equity ratio is over 
one and Agarwal hopes to use some of the pro- 
ceeds of the LSE listing to reduce corporate debt. 

Explains Daniel Major, an analyst at JP 
Morgan, “The company has made strategic acqui- 
sitions, grown organically, and maximised returns 
through aggressive cost-cutting and capital effi- 
ciency programmes." Agarwal’s story could very 
well mirror that of Ispat International ’s L.N. 
Mittal, who built a sprawling steel empire out of 
sick state-owned companies bought at throw- 
away prices. However, Agarwal is quick to exp- 
lain that his strategy “is different” from Mittal’s. 
“My story is around India. | am bringing (back) 
every penny to invest in India.” Agarwal is 
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PROPOSED VEDANTA CORPORATE STRUCTURE 
VEDANTA PLC, 


100% 


Twinstar Holdings Ltd, Mauritius 
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Sterlite Industries x —— 7%, Malco Ж 
[39% 
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Hindustan Zinc ж 


Australian Copper Miners 
(through Monte Cello BV) 


Sterlite Paper ж 





Source: Company data 


ACQUISITIONS BY STERLITE 


1976 
1995 
APRILI999 | Copper mines in Australia 

OCT. 1999 | Thalanga Copper mines in Australia for Rs 30.24 crore 
MARCH 2000 India Foils for Rs 50 crore 

MARCH 200) Balco for Rs 550 crore 

2002 


Shamsher Sterling, Mumbai 


Madras Aluminium (Malco) for Rs 25.5 crore 


Hindustan Zinc for Rs 788 crore 


looking at Vedanta as a vehicle to catalyse global 
investments into the vast untapped mineral 
wealth of India. Part of the proceeds of the IPO 
are to be used to fund Sterlite’s rights issue, 
which in turn will be used to finance organic and 
inorganic growth. Avers Raj Kohli, Director 
(Corporate Finance), HSBC, “Vedanta’s develop- 
ment and growth is through the operating met- 
als assets base in India." 
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"THE FIRE IN THE BELLY HAS ALWAYS BEEN THERE? 


GLOBAL 


Anil Agarwal, 51, Chairman, Sterlite Group, speaks to BT's Roshni Jayakar on how his empire will 
always revolve around India, yet be global. 


You have created history by being 
the first Indian company to raise $1 
billion on LSE. What next after the 
Vedanta Resources listing? 
Vedanta has helped achieve part 
of the ambitions. When we 
went to the investors and told 
them that we were a $2-billion 
company, they told us we were 
(too) small. | want to create a 
global size—$5 billion to $7 
billion—world-class mining and 
metals company. 


Was it necessary for you to shift to 
London and become an NRI to 
achieve your global ambitions? 


and has the London Metals 
Exchange. If you look at large 
mining companies like Anglo 
America or RTZ, all their assets 
are in the third world, but 
they have their headquarters 
in London. 


Can one say you are to non-ferrous 
metals what L.N. Mittal is to steel? 
No. I have a different story. It is 
around India. My story is one of 
globalisation with an Indian base. 
Being a son of the soil, 1 plan to 
bring every penny raised abroad 
back to invest in India. Гат not 
fascinated by acquiring compa- 
nies all round the world. For 


me, it is important to be of world 
scale and size, be the lowest cost 
producer and balance upstream 
and downstream businesses. In 
the process, | may acquire mines 
and companies abroad. 


What do you see as your main 
challenge? 

The quality of people. But I am 
proud to have a Zor xd team. 


If you were to look back at where 
you started in Patna, and where 
you are now, did you always plan to 
make it big, globally? 

The fire in the belly has always 


| London is the mining capital 


been there. 








RAMPING UP 
To be a global player you have to be big. At rev- 
enues of $2 billion (Rs 9,000 crore), the Sterlite 
Group is still a minnow in international waters. In 
zinc, Hindustan Zinc, a fully integrated company, 
owns and operates three mining complexes, two 
zinc and one lead zinc smelters, has an installed ca- 
pacity of 210,000 tpa of zinc ingots and 34,000 tpa 
of lead ingots and boasts a 62 per cent share of the 
domestic market. In copper, Sterlite, which ор- 
erates а smelter and a refinery in India with a 
captive power plant, has an installed capacity of 
30,000 tpa of copper anodes and cathodes and 
140,000 tpa of copper rods and boasts a 42 per 
cent share of the domestic market. In alum- 
nium, Malco has an installed capacity of 35,000 
tpa of aluminium and Balco 100,000 tpa of 





aluminium and 200,000 tpa of alumina. 
Together, the two companies account for 21 per 
cent of the domestic market. 

The funds raised by Vedanta will be used to 
finance growth opportunities. There’s a $2-billion 
pipeline of brown and greenfield projects: capa- 
city expansions in aluminum and copper, a 1-1.4 
million tpa alumina refinery at Orissa, which 
will cost a cool $1 billion (Rs 4,500 crore), and 
the like. Says Major of JP Morgan, * (The) Orissa 
(refinery) will be beneficial to Vedanta, particu- 
larly since it is expected to provide the group with 
an integrated alumina feed." 

Courtesy a slew of operational initiatives, 
Sterlite is among the lowest cost producers in the 
world. Today, it costs Sterlite around $1,100 
(Rs 49,500) to produce a ton of aluminium and 


AGARWAL'S GROWTH STRATEGY OWES SOMETHING TO 
HIS BEGINNINGS AS A SCRAP TRADER: ACQUIRE UNDER- 
PERFORMING ASSETS AND TURN THEM AROUND 
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8.8 cents per pound of copper as compared to 
$1,200 (Rs 54,000) per ton and 12 cents рег 
pound respectivelv, internationally. Points out 
Jain: *Post expansion plans, costs of production 
will come down further." The estimates: copper 
from 8.8 cents per pound to 6 cents per pound, 


A PIPELINE OF $2 BILLION GROWTH PROJECTS 


E TUTICORIN COPPER SMELTER: Refinery, power plant, 
new production 120 ktpa; $82 million; to be 
commissioned shortly 


E RAMPURA AGUCHA: Zinc mines, new production 1.3 mtpa of 
ore; S90 million; to be commissioned shortly 


18 CHANDERIYA ZINC SMELTER: New production 170 Кріс; 
$335 million; to be commissioned by April 2005 


E KORBA POWER PLANT: New production 540 ww; 
$346 million, to be commissioned in end-2005 


18 KORBA ALUMINIUM SMELTER: New production 250 ktpa; 
$537 million; to be commissioned by March 2006 


18 ORISSA ALUMINA REFINERY: New production | mtpa; 
$800 to $1,000 million; to be commissioned in mid 2007 


zinc to less than $500 (Rs 22,500) per ton and alu- 
minium to $900 (Rs 40,500) per ton. 


OVERSEAS STORY 

With characteristic chutzpah, Agarwal left nothing 
to chance during the LSE listing. First, he roped in 
the best people in the metals business to be on the 
board of Vedanta Resources. He got Brian 
Gilbertson, who has served as chief executive of 
several major mining companies, to serve as the 
company’s non-executive Chairman. Gilbertson 
was flown down to India with the Chairman of [P 
Morgan for a five-day whistle stop tour of Sterlite’s 
facilities. Also on Vedanta's board is David Gore 
Booth, former British High Commissioner to 
India, Peter Sydnev Smith, former Head of Finance 
at BPB Plc, an international building materials 
group, Michael Fowle CBE, a former Senior Partner 
of KPMG, London, and P. Chidambaram, India's 
former Finance Minister. 

Nearly 150 lawyers and chartered account- 
ants worked for nine months on the due dili- 
gence. Says Kohli of HSBC: “It was challenging 
when the issue was first floated, since it was the 
first Indian company to secure primary listing. 
But once the process got underway, given the 
growth story and given the quality of management, 
it was a winning story.” 


THE WAY AHEAD 

The listing of Vedanta on LSE provides the 
Sterlite group access to international capital 
markets and domestic and international acqui- 
sition. opportunities. The group is looking at 
the government's NALCO disinvestment as this 
could help it consolidate its position in the do 
mestic aluminium market. 

Vedanta does not hold 100 per cent of the 
underlving assets, but it does have operational 
control and a number of financial options that 
could potentially allow it to increase its stake to 
100 per cent in Balco and 95 per cent in HZL in 
the next three to four years. 

The challenge for Sterlite lies in managing its 
workforce of 14,500 that spans five nationalities. 
Agarwal considers himself to be lucky to have a 
good management team and a non-unionised 
workforce. “I am a visionary and tell them to 
look at world size and match it." Agarwal pauses 
and adds, "That could mean nearly 500 per 
cent growth." The self-effacing businessman 
from Patna is indeed thinking big. @ 
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METALS 





METTLE 


IT ISN’T THAT HINDALCO WANTS TO GO GLOBAL, 
THE METALS MAJOR HAS TO AND NOW IT IS 
MAKING ALL THE RIGHT MOVES TO SUCCEED IN 
THE GLOBAL ALUMINIUM AND COPPER MARKETS. 


BY ROSHNI JAYAKAR 


INDALCO'S CHIEF EXECUTIVE OFFICER, 
Debu Bhattacharya, has a sun-dial 
screen saver on his computer. 
While the main clock shows Indian 
Standard Time, alongside it are 


other clocks that show the time in various parts of 


Australia, London and several cities in the US. 
Ask Bhattacharya about it and he tells you that he 
installed the screensaver in December 2002, when 
the company was acquiring the Nifty copper 
mines in Australia. Back then, his A-team had a 
tough time keeping track of lawyers, bankers and 
promoters spread across some 20-odd time zones. 
The team had to co-ordinate with Nifty’s pro- 
moters who were in the US, their lawyers in 
Melbourne, Aditya Birla group lawyers in Perth 
and Mumbai, their bankers in the UK and 
Bhattacharya in Mumbai. The going, till the deal 
was inked in January 2003, was tough. 
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A year and few months later, the group has 
completed the acquisition of a second mine in 
Australia. Not surprisingly, almost all senior 
execs of the company at Industry House, the 
headquarters of the Aditya Birla Group in south 
Mumbai, have а screen similar to 
Bhattacharya’s. That seems only apt: The Rs 
5,492-сгоге Hindalco, a major producer of alu- 
minium and copper, has a vision that incorpo- 
rates the terms global reach, global size, and 
global cost competitiveness. The company with 
manufacturing operations in India acquired two 
copper mines in Australia in 2003. In 2003-04, 
nearly Rs 2,500 crore of the total turnover—Rs 
1,800 crore from copper and Rs 620 crore from 
aluminium—came from the international busi- 
ness, including exports from India. 

Being global is an imperative for metal and 
mining companies. Says Bhattacharya, “The 
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Indian market for our products is insignificant, so 
we have to extend our reach backed by global 
competitiveness.” For instance, in copper, Birla 
Copper boasts an installed capacity of 250,000 
tonnes per annum (TPA), while the domestic mar- 
ket is around 300,000 TPA. Ergo, India, and 
Indian metals companies such as Hindalco are 
well positioned to harness the 2.5 million tonnes 
shortfall in copper in West- and South-East Asia. 
Says Ashutosh Satsangi, Manager, Crisinfac, 
“Whether it is a strategy or a compulsion, 
Hindalco has to export.” That explains why 
Hindalco is putting in place the building blocks to 
achieve its global ambitions. 


THE BEGINNING 

It was in June 2000 that Hindalco, a (domestic) 
market leader in aluminium, started consolidat- 
ing its leadership position with the acquisition of 
a 74.6 per cent stake in Indal from Alcan at a cost 
of Rs 1,008 crore. This helped the group’s inte- 
gration efforts: today, it is positioned in every 
node of the value chain from metals to down- 
stream products and the Hindalco-Indal com- 
bine boasts a 70 per cent share of the domestic 
market. Around the same time, the copper busi- 
ness in the group’s stable attained leadership 
with a 45 per cent marketshare. 

In tune with the dominant strategic theme of 


SALES" 
NET PROFIT": 
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the group to have clear business focus, it restruc- 
tured to consolidate its non-ferrous metals busi- 
nesses under one umbrella. July 2002 saw a land- 
mark restructuring whereby the copper business 
of Indo-Gulf was merged with Hindalco. 
Simultaneously, Hindalco made a second open 
offer for the shares of Indal. All these took 
Hindalco closer to its avowed objective of unify- 
ing the non-ferrous businesses and becoming a 
globally competitive non-ferrous metals power- 
house. Kumar Mangalam Birla, Chairman, 
Aditya Birla group, had then said: “Non-ferrous 
metals are integral to our future growth plans. We 
would like to bring in maximum focus and har- 
ness all possible synergies to make it world class.” 


COPPER STORY 
Commissioned in May 1998, Birla Copper has 
grown Into a premium copper smelter in just 
under six years. Keeping the customer in focus, 
Birla Copper set up a separate product support 
and service cell to identify, diagnose, and pro- 
vide total solutions to the customer. As a result, 
the domestic and export sales of the company 
have zoomed. Along the way Birla Copper 
acquired a London Metals Exchange (LME) grade 
‘A’ accreditation (a must for global trading). 
Three years ago, the company's copper exports 
were nil. Today, it hopes to export 53 per cent of 


HOW GLOBAL? 


2002-03 | 2003-04 (NINE MONTHS) 
5,492.3 | 4,465 
582.10 | 616 


REVENUES FROM EXPORTS/OVERSEAS OPERATIONS". 1,028.30 2500 
OFFICES IN: India, Australia 


MANUFACTURING FACILITIES IN: Renukoot, Renusagar, Dahej, Hirakud, Belur, Belgaum, 
Alupuram and Australia 


WORKFORCE: 13,752 

WORKFORCE OUTSIDE INDIA: 525 

NUMBER OF NATIONALITIES IN WORKFORCE: Two (Indians and Australians) 

OVERSEAS LISTING - Luxembourg Stock Exchange (GDRs) 

NUMBER OF NATIONALITIES REPRESENTED ON THE BOARD OF DIRECTORS : One (Indians) 
ACQUISITIONS OVERSEAS: Nifty Copper Mines and Mount Gordon Copper Mine in Australia 


* Figures in Rs crore 


IN TUNE WITH THE DOMINANT STRATEGIC THEME OF 


HAVING A CLEAR BUSINESS FOCUS, IT CONSOLIDATED _ 
ITS NON-FERROUS METALS UNDER ONE UMBRELLA 


its production. 

Birla Copper is curren- 
tly in the midst of a low- 
cost brownfield expansion 
of copper to take the 
capacity from 150,000 TPA 
to 250,000 ТРА. This will 
help the company increase 
production by 25 to 30 per 
cent—copper that will find 
its way into the markets of 
West- and South-East Asia. 
While India has an intrinsic 
disadvantage of neither 
boasting of a large domes- 
tic market nor possessing 
the raw material, it has the 
advantage of being geo- 
graphically well-posi- 
tioned to tap these mar- 
kets. However, the key to 
global copper greatness 
involves a plentiful supply 
of raw materials too. The availability of concen- 
trate in the global markets has been constrained 
on account of mine closures, reduced produc- 
tion by a few large mines and the on-going con- 
solidation in the industry. 

That could explain why the Aditya Birla group 
acquired Nifty Copper Mines in Australia for 
$79.80 million (Rs 253.77 crore). The benefits: 
shorter sailing time and lower freight cost com- 
pared with concentrate currently sourced from 
South America. If copper concentrate were to be 
sourced from Chile the freight cost would be $67 
per ton, as against around $25-27 per ton from 
Australia. That's a gain of $40 per ton of concen- 
trate, which works out to $100 per ton of copper. 

Points out Bhattacharya, “When we took over 
Nifty we had no idea about mining. It was a tough 
call. But we managed to improve productivity of 
the mines in the first year itself.” By early 2005, 
the concentrate production from Nifty will begin 
to be shipped to the company’s Dahej smelter. 


THE COMPANY 


Contribution to net revenues 


48% Aluminium: Hindalco-- Indal-- Utkal 
Alumina (55 per cent equity stake) 





Copper: Birla Copper (di-ammonian 52% 

phosphate plant, precious metal 0 
refinery, port), Nifty Copper Mines 
(Australia), Mount Gordon Copper 
Mines (Australia) 


Nine months after the Nifty 
acquisition, in November 
2003, Birla Minerals Pry, 
Hindalco’s wholly-owned 
Australian subsidiary, took 
over Mount Gordon Cop- 
per Mine in Queensland for 
Australian $21 million. For 
the year 2002-03, Mount 
Gordon mine produced 
nearly 46,000 tonnes of 
copper cathode. “Our aim is 
to convert the facility to 
concentrate production in 
nine months," says Sanjay 
Lovalka, CEO, Birla Nifty 
Pty. Strategically, the com- 
pany wants 25 to 40 per 
cent of its concentrate 
requirement coming from 
its own mines. 

To sustain growth, the 
company is finalising a low- 
cost Brownfield expansion at Dahej. The objec- 
tive is to fully exploit the infrastructure potential 
at Dahej while ensuring a further reduction in 
costs. Today, Birla Copper is small. Its capacity of 
250.000 ТРА is a sixth that of the world’s largest 
copper producer but in the next five years, 
Bhattacharya sees the company becoming large 
enough to feature in the top five. 


INVYNIU 


үа 


ALUMINIUM STORY 
A market leader and the biggest integrated player 
in aluminium, Hindalco too has worked out a 
five-year plan to be among the five largest alu- 
minium companies in the world. With consolida- 
tion taking place in the industry, Bhattacharya 
says, "We want to have a global size that will give 
us intrinsic strength." Expectedly, brownfield 
expansions such as the Rs 1,800-crore one at 
Renukoot and greenfield ones such as the Rs 
4.500-crore one at Orissa (through Utkal 
Aluminium, a 100 per cent export-oriented joint 
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venture between Indal and Alcan) are underway. 
“We have to develop the market in anticipation 
of increase in production,” says Bhattacharya, 

[he strategic gains from expanding capaci- 
ties will accrue over the next two to three 
years, but in the short term, prices on LME are 
critical. Hindalco has been lucky. In the last 
one year, aluminium prices have gone up by 21 
per cent between July 1, 2003, and February 
9, 2004. In terms of costs, Hindalco's alu- 
minium is already among the top quartile in 
the world in terms of least cost of production. 
Hindalco produces around $869 per tonne as 
against Alcoa's $1,272. 

In the last couple of years Hindalco and Indal 
have been looking to increase exports not of the 
metal, but downstream value-added branded 
products such as Hindalco Everlast rooting 
sheets and kitchen products like Егеѕћ Варе, 
Freshwrapp, and Freshpakk. Between the two 
companies, the group is today a dominant player 





"GOING GLOBAL IS AN — 


Debu Bhattcharya, 52, CEO, Hindalco, speaks 
to BT's Roshni Jayakar on why a metals com- 
pany Hindalco's size has to go global. 


What made you look at global opportunities? 

I don't think going global is a fashionable 
move. It is an imperative. The Indian market 
for our products is insignificant and we have to 
extend our reach backed by global cost com- 
petitiveness, global size, and global-quality 
products. 


How close are you to global size and global cost 
competitiveness? 
Some of the building blocks are in place. In 
| terms of the cost of production of aluminum 
we are in the top quartile, though we are rel- 
atively small in size. As we grow bigger, the 
cost advantages will increase. In copper, we 
should produce 250,000 tonnes next year, 
but we want to grow much bigger. It is all go- 
ing to be exports. So, there is a compulsion to 
produce at a cost which is good enough to 
compete in the global arena. We realised we 
needed our own source of concentrates and we 
realised that freight costs were an important 
component of overall cost, That is why we 
went to Australia. 


| What kind of savings in freight accrue to Hindalco 
from the acquisition of mines in Australia? 

| Freight costs from Chile for concentrates 
works out to $67 per ton, whereas from 
Australia it is around $25. That works out to 


about $40 per ton of concentrate which trans- 
lates into saving of $100 per ton of copper. 
Lower freight costs alone cannot decide where 
we will go, but that is one of the reasons. 


THE GROWTH OPTIONS: 


ALUMINIUM COPPER 


CURRENT PLANS Rs 1,800 crore brownfield Capacity expansion to 250,000 tpa 
expansions at Renukoot, which will to go on stream in completion 
take the smelter capacity to 3.42 which will take 2004. Backward 
lakh tpa. Rs 4,500 crore Utkal integration into mining with two 
Alumina 100 per cent export Australian mine acquisitions 
oriented JV between Indal and Alcan 


Where do you see Hindalco's copper and alu- 
minum businesses five years from now? 

In copper, we aspire to be among the top five 
companies in five years' time. In aluminum we 


want to be a major player in the world—it is 


ORGANIC GROWTH Brownfield alumina and Further low cost expansions 


OPPORTUNITY aluminium opportunities difficult to put a number since global consoli- 
7 е | dation is taking place. Three years back there 

IN-ORGANIC Nalco. Various global opportunities Acquisition of mines | were five large players. Today there are only 

GROWTH in upstream and downstream internationally. Domestic 

OPPORTUNITY ^ aluminium opportunities two—Alcan and Alcoa. 


| کڪ تک‎ T 
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in most value-added products. The company ts 
also orienting itself to meet specific customet 
requirements, including some of Big Pharma 
Today, value-added products account tor 60 pei 
cent of the total revenues. Says Satsangi ol 
Crisinfac, “For a commodities player, you need to 


HINDALCO HAS CHALKED OUT A 


FIVE-YEAR PLAN TO BE AMONG 
THE FIVE LARGEST ALUMINIUM 
COMPANIES IN THE WORLD 


balance the product profile with higher level of 
value-added pre ducts so as to ensure that the mar 

gins do not fluctuate as much with LME prices.” 
According to Jagdishwar Toppo, an analyst at 
Mumbai-based Enam Securities, “Higher vol 

umes, rising alumina and aluminium prices аг 
likely to boost consolidated earnings of Hindalco. 
In fiscal 2005, captive sourcing of copper concen 

trate, for which the company at present relies on 
spot prices, would add to the profits.” 


THE FUTURE 

“Globally, there could be ac quisition opportu 
nities and the balance sheet size has to expand, 
since at the current capacity, Hindalco is a small 
player in the global market,” says an investment 
banker. In its global quest in search of scale and 
reach, the underleveraged balance sheet ol 
Hindalco has come in handy. With a debt 
equity ratio of 0.32, the balance sheet provides 
the company with scope to grow organically от 
inorganically in India or elsewhere without an 
infusion of fresh equity. 

At the same time, since the Aditya Birla group 
has been among the first Indian houses to invest 
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What аге the main challenges you see on in manufacturing facilities outside India, the cha 

the road ahead? lenge of managing the two mine acquisitions 1 
Funds could have been one, but fortunately we Australia has not been insurmountable, says 
have a strong balance sheet. The second is the Bhattacharya even as he relates an incident of 
ability to sell in the (cost-competitive) interna- how the workforce at Nifty mines wanted to 
tional market without erosion in profits. know whether the canteen would serve only veg 
Therefore, we are focusing on value-added etarian food when it came to know that the 
products. Aditya Birla group was acquiring the company. 

For the record, that didn’t happen. @ 
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ESSEL РКОРАСК PROPACK 


SQUEEZE 
7 | 


ESSEL PROPACK IS ALREADY 
THE WORLD'S #1 LAMITUBE 
PACKAGING COMPANY. 

BIG DEAL? JUST ASK UNILEVER, 
P&G, AND COLGATE. 


BY ABIR PAL 











E WANT TO CORNER HALF THE WORLD'S 

market," states Ashok Goel nonchalantly. 

Fastidiously turned out in a well-cut grey 

suit set off by a burgundy tie and neatly 

trimmed toothbrush moustache, 
doesn’t strike you as someone given to idle boasts. His 
modest, cramped office on the first floor of Continental 
building in central Mumbai—a far cry from the opulent ed- 
ifices one usually associates with global conglomerates— 
doesn’t reveal any clues either. The only giveaway: a 
well-lit shelf displaying tens of plastic tubes of assorted 
shapes, sizes, colours, and brands neatly stacked and 
lined up like your local supermarket, 

But consider this and you're sure to take Goel's pro- 
nouncement more seriously, Essel Pr opack, the company 43- 
year-old Goel runs as Vice-Chairman and Managing Director, 
is already the world’s largest manufacturer of lamitubes— 
those squeezy tubes your morning toothpaste comes in. With 
17 plants spread across 11 countries and a turnover of 
Rs 609.2 crore tor the year ended December 31, 2003, Essel 
Propack already commands a staggering 30 per cent of 
the 12.8-billion-units global tubes market. 

Founded in 1984 by Subhash Chandra—Goel’s elder 


Goel 
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brother and the company’s current Chairman— 
Essel's empire-building spree really took off 
when Chandra handed over the company man- 
agement to a group of professionals led by erst- 
while СЕО Cyrus Bagwadia. Bagwadia, a sea- 
soned manager with stints at DuPont and Voltas, 
set in place initiatives that resulted in the tube 
maker setting up factories in Egypt, China, 
Germany, Nepal, and the US. But it’s the Big 
One that senior managers like just-appointed 
Chief Operating Officer R. Chandrasekhar rem- 
inisce about most. 

Sitting in his four-feet-by-eight-feet sparse 
office with a commanding view of the drab park- 
ing lot, Chandrasekhar recalls the 2000 acquisi- 
tion of Switzerland’s Propack AG, then the 
world’s fourth-largest lamitube company. In re- 
turn for $11 million in cash and 6.87 million eq- 
uity shares, Essel gained access to the Latin 
American, Indonesian, and Chinese markets and an 
annual capacity of 600 million units. Proprietory 
technology in the form of PP340—a high-speed 
machine that slashed costs by 30 per cent—fur- 
ther sweetened the deal. “For the first time, it re- 
ally made people sit up and take notice of us.” 

Characteristically unassuming in a cream shirt 
sans tie, Chandrasekhar, who was earlier Essel 
Propack’s Chief Financial Officer, was part of the 
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core team that helped bag the finest feather in its 
cap, "Project Taj", three years back: a five-vear 
contract with Cincinnati-based FMCG giant Procter 
& Gamble to supply its tube requirements for the 
entire North American market. Today the same 
100,000-square feet plant in the sleepy town of 
Danville, North Carolina, set up at a cost of 
$20 million, services Procter & Gamble, North 
America. [t isn't surprising then to see other 
blue chip clients like Colgate-Palmolive and 
Unilever completely relying on Essel. *We are ab- 
solutely delighted to work with them: in fact 
they are truly our partners in growth," gushes B. 
Srikanth, Commercial Controller (Personal 
Products), Hindustan Lever. Unilever's Indian 
subsidiary sources over 70 per cent of the tubes 
used in its bestseller brands like Pepsodent and 
Close-Up from Essel, a relationship that stretches 
back 18 vears. 

Such things—including quality standards 
benchmarked to the best internationally—are 
possible because the tubemaker thought big and 
thought right from the beginning. Be it opting for 
an integrated manufacturing process (resin, 
tubes, caps, everything is manufactured in-house) 
to the latest printing technologies to invest- 
ments in research and development. N. 
Muthuraman, Analyst and Head (Corporate 


HOW GLOBAL? 


SALES*: Rs 609.2 crore in 2003 

NET PROFIT’: Rs 70.6 crore in 2003 
OVERSEAS REVENUES" : Rs 356.1 crore in 2003 
OFFICES: 20 across the globe 


MANUFACTURING FACILITIES: 17 plants in India, Nepal, USA, Mexico, 
Columbia, Venezuela, Germany, Egypt, China, Philippines and Indonesia 


WORKFORCE IN INDIA: 445 
WORKFORCE OUTSIDE INDIA: 1,100 


NUMBER OF NATIONALITIES IN WORKFORCE: 13 (Indian, Nepalese, American, 
Mexican, Columbian, Venezuelan, German, Egyptian, Chinese, Filipino, 
Indonesian, Costa Rican, British) 


OVERSEAS LISTINGS: None 
NUMBER OF NATIONALITIES ON THE BOARD: Two (Indian & Swiss) 
OVERSEAS ACQUISITIONS: Propack in December 2000 


“Financial year is from Jan to Dex 


QUALITY STANDARDS BENCHMARKED TO THE BEST GLOBALLY 
ARE POSSIBLE BECAUSE THE TUBEMAKER THOUGHT BIG 





AND DID SO RIGHT FROM THE BEGINNING 


Ratings) at credit rating agency CRISIL, sums up 
the company’s strengths: “Global scale capacities, 
high level of backward integration, technological 
superiority combined with strong financials make 
Essel Propack a formidable presence.” 

These are words M.R. Ramaswamy, Director 
(Manufacturing and Technology) and a key 
member of Essel Propack’s nine-member global 
leadership board, would be delighted to hear. 
“From emergency squadrons that get to a plant 
in 24-hours flat to a reaction time of a mere 
three days to a near-zero inventory rolling plan, 
we are constantly pushing ourselves.” Machine 
uptime—the number of hours a machine ts 
available for production, crucial in a capital- 
intensive industry like tubemaking—has been 
upped from 90 to 96 per cent and the job 
changeover time has been bought down by a 
third in the last two years. 

Then there are those quintessential Essel 
Propack touches. Be it setting up plants close to 
client sites to do away with transportation has- 
sles or juggling the logistics of four million 
tubes daily (with 40 sub types) to ensure that 
each reaches its destination. Common sense to 
some, Essel prefers to call it foresight. It is 
management decisions like these that explain 
how Essel has been able to maintain its presence 
in the nit-picking quality-conscious interna- 
tional market. From Rs 185.28 crore in 2001 to 
Rs 234.10 crore last year, international markets 
now contribute 60 per cent to Essel’s Rs 609.2 
crore topline. As Nilay Guha, who as Regional 
Director (Africa, Middle East and South Asia) 
has had a few first-hand accounts of why Essel 
can’t afford to slip up, puts it, “The amount of 
pain faulty tubes can generate for a customer is 
considerable.” 


THE WAY AHEAD 
Vice-chairman Goel has made it very clear that 
within the next three years he wants every second 
lamitube in the world to have EP stamped on its 


crimp. Growth shall come from a combination of 
aggressive acquisitions and large exclusive con- 
tracts like the one with P&G. But the bottom- 
line is becoming increasingly critical. The global 
lamitube market is facing a glut due to a 20 per 
cent oversupply and prices have been falling by 10 
per cent a year over the last five years. Prices now 
stand between $28 and $35 for 1,000 tubes. 
And as the global marketplace consolidates around 
large multinationals like Essel and some regional 
brands, Goel sees the ‘Rule of Three’ (three 
largest players controlling the entire market) 
coming in to play. “While maintaining our com- 
petitiveness as a low-cost producer, it'll be cus- 
tomer-focussed innovation and the ability to har- 
ness new cultures that'll be crucial to retaining our 
top slot," says the commerce graduate. 

The company's Global Director of Human 
Capital (Essel prefers to call it capital rather than 
the traditional resource), Rajesh Padmanabhan, 
who signed on from ICICI Infotech two vears 
back, is very much aware of this. The Propack in- 
tegration may have been smooth and painless, but 
now he has to deal with a truly diverse work- 
force. Only a third of Essel's 1,500-strong work- 
force is Indian. “1 remember sitting around a 
table with colleagues from Latin America, China, 
and the US. We had reached a consensus, but to 
an outsider, it looked like a major cultural clash, 
our body language and expressions were so dif- 
ferent," Padmanabhan recalls. Customised holi- 
days, flexible work schedules, and a five-day 
week are some of the initiatives Essel has put in 
place to boost morale. 

And in the coming vears, employees will need 
all the motivation they can get. While the per 
capita consumption of toothpaste in India at 120 
grams is only half the Asian average, growth in the 
domestic oral care market has slowed down to 3-4 
per cent per annum. So, from the oral care seg- 
ment, which even today makes up the lion's share 
(over 75 per cent) of its sales, Essel is being 
forced to diversify its client base. A start was 
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made last year with the pharmaceutical and cos- 
metics industry: they contributed a little over 
20 per cent to the company’s topline in 2003. 

This also meant the old dog had to learn new 
tricks. Compared to toothpastes, pharmaceutical 
ointments are generally sold in smaller tubes and 
the active ingredients inside vary considerably 
from tube to tube. Similarly for cosmetics, fra- 
grance-retention rather than flavour-retention 
becomes the key criteria. Tube-making remains a 
complex process with as many as seven layers of 
plastics and metals being rolled to form a tube. 
But now everything from laminate to web, to the 
printing to the dispensing nozzle is being put un- 
der the microscope. Essel’s research team led by 
M.K. Banerjee, Director (Creativity and 
Innovation), has taken the brief to innovate 
very seriously. “From cleaner polymers to tailor- 
made laminate structures, we are always try- 
ing to come out with Wow-products,” says 
Banerjee. And because the client forms a part of 
Essel’s joint development team bringing mar- 
ketplace insights, the gestation time between 
the lab and marketplace is very short. 

Sometimes, such innovations bring other wel- 
come benefits like lowering raw material costs. 
From 330 microns, the thickness of the com- 
pany's laminate has been bought down to 250 mi- 
crons, without compromising quality. Clients 
understandably are pleased with such resource- 
fulness. Darshan Patel, Managing Director of 
the Ahmedabad-based Paras Pharmaceuticals, 
says as much. "What's impressed me most over 
the years is how Essel has come up with innova- 
tive solutions despite tight budgets." 

As the company makes inroads into cosmet- 
ics, it is getting the "look" right and that is tak- 
ing up a lot of Banerjee’s time. “From soft touch 
to iridescent to holographic to see-through, the 
simple tube is changing beyond recognition,” 
he explains. And as the canvas is evolving, so are 
the paints. Essel is trying out everything from 


“WE WANT TO CORNER 


Ashok Goel, 43, Vice Chairman and Managing 
Director of Essel Propack, speaks to BT's Abir 
Pal on the future plans of a company that is 
already a global leader in its space. 





What are the targets you've set for Essel Propack and 
are you happy with the last few years of growth? 
We are already the largest (lami)tube manu- 
facturer in the world. But the Essel Propack 
team doesn't want to leave it at that. We want 
to corner half the global market in the next 
three years. We are quite happy with the 
progress made, but in business, I always hold that 
one cannot afford to take it easy. 


Where will the primary growth come from? 
There is no single driver of growth. There 
are conversions from aluminum tube users, 
deeper penetration levels, even new (prod- 
uct) categories (that use lamitube packs) being 
created. For us, growth has come primarily 
through large international contracts and 
timely acquisitions. 


What is it you look for in potential acquisitions? 
We are always on the lookout for good quality 
assets. | wouldn't like to go into the details, 
unless a deal is in place. 


As the company becomes more and more global, is- 
sues like managing a global workforce and a global 
supply chain become crucial. How are these being 
addressed? 

A state-of-the-art ERP system has been already put 
into place from the start of the year. While 
primarily addressed at consolidating financial and 
operational information and making supply 





CUSTOMISED HOLIDAYS, FLEXIBLE WORK SCHEDULES, AND 
A FIVE-DAY WEEK ARE SOME OF THE INITIATIVES 
ESSEL HAS PUT IN PLACE TO BOOST MORALE 
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chain management more effective, we plan to 
broaden its scope so that (eventually) all func- 
tions can be seamlessly integrated. 


What challenges do you see ahead? 

Going global comes with its own challenges. 
People and facilities across continents have to be | 
meshed together into one uniform corporate cul- | 
ture. That throws up challenges like managing a 
multi-cultural workforce. Add to that keeping a 
pulse on different geographic markets. 








softscreen printing to hot-oil printing to get the 
“look” and “feel” right. 

The stockmarket also seems to be watching 
these moves with interest. Essel Propack's share 
price over the last one year has moved from Rs 
127 to Rs 218. Says Pankaj Choksy, Analvst, 
Enam Securities, “It is a good long-term buy. The 
stock has reached our price target of Rs 267 
and any major re-rating from here would hinge 


ESSEL IS TRYING OUT EVERYTHING 
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FROM SOFTSCREEN PRINTING 
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TO HOT-OIL PRINTING TO GET 
THE "LOOK" AND ‘FEEL’ RIGHT 
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on greater clarity on growth prospects.” 

And in this low-key company—it preters to 
let its projects speak for themselves—growth 
has a habit of creeping up when you least expect 
it. COO Chandrasekhar—he still answers his 
own phone—has a tip for the diligent reader. 
“With a bit of luck next year, you should see us 
bagging international orders of a billion tubes- 
plus," he casually intones. @ 
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ASIAN PAINTS — PAINTS 


COLOURING 


THE WORLD 











ITS MARKETING WOULD DO A CONSUMER 
PRODUCTS COMPANY PROUD, ITS SUPPLY CHAIN, 
AN AUTO MAJOR, AND IT IS AMONG THE MOST 
GLOBAL INDIAN COMPANIES TO BOOT. HERE’S 
HOW ASIAN PAINTS GOT THAT WAY. 


HE YEAR 2002 WAS A MOMENTOUS YEAR 

for Asian Paints. In early September, 

the company made its play for the 

Singapore-listed Berger International. 

A successful bid would transform 
Asian Paints into a multinational plaver in the 
paint industry. But for that happen, Ariza 
Holdings, the owner of BIL, would have to of- 
Ноаа its stake and provide an irrecoverable un- 
dertaking that would ensure the success of Asian 
Paints’ offer—easier written than done. 

Hectic parleys continued through September 4; 
the talks broke down twice; then came a four- 
hour postponement, "г һоре we close the deal 
tonight. It seems that Azira is still undecided, 
said A.V.S. Murthy, Vice President (Accounts & 
Taxation), Asian Paints. 


55 
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“One more round of 


negotiations will convince them. Let's prepare for 
the meeting at 4 a.m. (IST) with replies to their 
queries," countered Jalaj Dani, Vice President 
(International Operations), Asian Paints. After an 
hour-long negotiation over phone and manv 
skipped heartbeats, Dani and his team finally made 
the breakthrough. Ariza Holdings finally acceded 
to Asian Paints acquiring a controlling stake in 
the company and the open offer was simultaneously 
announced at 7 a.m. (IST) at Singapore and Mumbai. 
It was September 5, 2002. 

That day redefined Asian Paints. After the closure 
of the offer on October 24, Asian Paints became the 
first Indian company to complete an open offer in 
a foreign country. The acquisition of a 50.1 per cent 
stake in BIL (for Rs 57.6 crore) gave Asian Paints ac- 
cess to 12 markets across China, South-East Asia, 
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West Asia, and the Caribbean. More importantly, 
there was complete synergy between Asian Paints’ 
existing operations and Bits footprint. 

Around a week before the announcement of 
the acquisition of BIL, Asian Paints announced its 
entry in the Egyptian market through the acqui- 
sition of SCIB Chemicals SAE Egypt, the fifth 
largest paint company in that country. Soon after, 
in December, it commenced operations in 
Bangladesh, a process that had started in January 
with a greenfield venture (investment: Rs 10 
crore) through a joint venture with Bangladesh's 
Confidence Cement Ltd. 

Today, the Rs 1,573.8-crore Asian Paints op- 
erates in 22 overseas market, boasts 27 manufac- 
turing facilities, and a production capacity of 330 
million litres a year. That gives it a presence in all 
five continents and 13 of the 24 time zones of 
the world, a feat no Indian company has ever 
achieved. Over a quarter of the consolidated cap- 
ital employed in the company is now invested 
abroad and its international business contributes 
over 2] per cent of consolidated sales. “I believe 
overseas acquisitions and JVs is a good strategy 
for an Indian company to grow inorganically 





abroad,” says H.M. Bharuka, Managing Director, 
Goodlass Nerolac, a subsidiary of Japanese paint- 
maker Kansai Paints. “Exploring untapped markets 
abroad is the logical progression path that aspiring 
Indian companies need to adopt.” 


THE PREPARATION FOR THE BIG LEAP 
Asian Paints was always a global company. With an 
arrangement for export of machinery, it entered the 
Fiji market way back in 1977, Subsequently, it 
ventured in the neighbouring islands of Vanuatu. 
Tonga, and Solomon Islands and later in the 1990s 
to Oman and Nepal. All these were greenfield 
ventures, where it tied up with local partners to set 
up small- and medium-sized manufacturing facili- 
ties. In most markets, the company has emerged 
market leader. In its search for growth, the com- 
pany had realised the importance of venturing 
into new markets. Unlike most other industries, in 
paints, exports are not a viable option, especially in 
the decorative paints segment Asian Paints is pres- 
ent in. High freight costs, and more imp. tantly, the 
need to customise makes it imperative to establish 
local manufacturing facilities. 

In 1998, after one of the four promoter families 


HOW GLOBAL? 


2002-03 2003-04 (NINE MONTHS) 

SALES”: 1,573.8 | 1,323.36 

^ ^ t NET PROFIT”: 143.37 117.04 
asianpain 5 OVERSEAS REVENUES": 81.67 232 (up to September) 
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OFFICES IN: 25 countries 

MANUFACTURING FACILITIES IN: 24 countries 
WORKFORCE IN INDIA: 3,000 

WORKFORCE OUTSIDE INDIA: 1,350 

NUMBER OF NATIONALITIES IN WORKFORCE: 30 

TOTAL NUMBER OF KEY BRANDS: Four 

OVERSEAS LISTINGS: Singapore, Jamaica, Trinidad 


NUMBER OF NATIONALITIES IN BOARD OF DIRECTORS: None on parent company, 20 on 
the boards of subsidiaries 


OVERSEAS ACQUISITIONS: Delmerge Forsyth & Co. (Sri Lanka), October 1999, for 
Rs 3.5 crore; Pacific Paints (Australia), November 2000, for Rs 1 crore 
Hawcoplast Chemicals India November 2001 for Rs 22 crore; SCIB Chemicals 
Ep August 2002 for Rs 

or Rs 57.6 crore; Taubmans Paints (Fiji) Ltd., September 20 

(Rs 6.4 crore) 


* Figures in Rs crore 


4.5 crore; Berger International (5іпдороге) = 
, tor 51.42 million 


THE COMPANY RESTRUCTURED ITSELF IN PREPARATION 
OF GOING GLOBAL AND THE OPERATIONS WERE 
DIVIDED INTO THREE STRATEGIC BUSINESS UNITS 





exited the company, the company 
roped in Booz-Allen Hamilton to 
suggest ways to grow. Recollects 
Shumeet Banerji, Managing Partner 
(UK), Booz-Allen Hamilton: “Our 
suggestion was to look at contigu- 
ous emerging markets and Asian 
Paints has done extremely well in | 
that.” Growth through setting up | 
greenfield operations was not a vi- 17 
able solution as it had a long ges- 
tation. The focus was clearly on 
acquisitions, but the first step was 
to make a small acquisition and 
learn from it. In 1999, the company acquired the 
second largest paints company in Sri Lanka and as 
Murthy puts it, “we made the thrust to test our 
strength and went along with local partners." More 
importantly, the business had to be restructured to 
streamline operations and generate sufficient cap- 
ital to fund its foray into more markets. A joint team 
from Booz-Allen Hamilton and Asian Paints was 
formed to streamline operations. 

Operations is right up Asian Paints’ street. 
“Over the years, there has been a sharp decline in 
working capital, better utilisation of fixed assets and 
there has been a healthy growth of both the topline 
and the bottomline,” points out Jiten Doshi, 
Executive Director & Head of Research, Enam 
Asset Management Company Ltd. 

The company also restructured itself in prepa- 
ration of going global. The operations were di- 
vided into three strategic business units (5805). The 
decoratives business, which was the bread and but- 
ter for the company in India, was one of them. The 
company had recently entered into the industrial 
and automobile paints business in India through ac- 
quisitions and joint ventures with foreign partners 
and considering the nascent stage of the market, it 
was identified as the business unit that could provide 
growth. All international business was hived off into 
the third sBu, which was given the mandate to ex- 
pand the company's operations overseas, espe- 
cially in emerging markets. *The main problem 
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Paints (Overseas) 
All figures are in per cent 


NET SALES OF ASIAN PAINTS- 
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with developed markets is that they grow at a 
slow pace,” says Ashwin Dani, Vice Chairman & 
Managing Director, Asian Paints. “Established 
players (in these markets) want to grow by only 2-3 
per cent and it is difficult for а new player to 
carve out its own market.” True enough, the com- 
pany’s experience in the only developed market 11 
is in, Australia, through a subsidiary Apco Coatings, 
has not been very good (a marketshare of 0.5 per 
cent). The results of the restructuring are evident not 
just in the company's global presence, but also in its 
financials. Since 1997-98, net sales and operating in- 
come have grown by a compounded annual rate of 
13.8 per cent to Rs 1,573.8 crore in 2002-03. 
Post-tax profits have grown by 17.6 per cent a 
year over the five-year period to Rs 143.3 7 crore. 
For the nine months ended December 31, 2003, the 
company posted net sales of Rs 1,323.4 crore, 
and profits of Rs 117 crore. 


INTEGRATING THE COMPANY 
When Asian Paints acquired BIL, the latter had 
posted a loss of Rs 29.8 crore (for 2001). Set up in 
1760 by a German entrepreneur Louis Berger, the 
Berger group started disintegrating in the 1980s. 
The company changed hands frequently and was 
run by a clutch of businessmen with hardly any ex- 
perience in the paints business. While it had strong 
brand equity, its marketshare had steadily declined 
in most markets and at most places, was 
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Ashwin Dani, 61, Vice Chairman & Managing Director, Asian Paints speaks to BT on how a company 
that already belongs among the 10 largest decorative paints players in the world can get more global. 


Asian Paints was among the first Indian companies to 
venture abroad in the 1960s. How have things 
changed since then? 

There was a shortage of foreign exchange in the 
late 1960s and 1970s and we would export in or- 
der to obtain import licences. In 1966, we exported 
a large consignment to Czechoslovakia; in subse- 
quent years, we exported to Russia, the Middle 
East and South-East Asian countries. Our brands 
were well established in Fiji and the request came 
from paint dealers in that country to establish a 
manufacturing facility there. A strong Indian com- 
munity did help. We were supposed to invest Rs 
| 1 lakh, and in those days we were not allowed to 
take a single rupee out, and had to invest in the 
form of export of paint making machinery and 
technological support. Against this, we received 5 1 
per cent equity. It worked out to a great experi- 
ence: we recovered our money in two years. 
That's when we realised we could take on any 
paint company globally head-on. 


Through all these years, Asian Paints has concentrated 
on the emerging markets. Doesn't a developed market 


| interest you? 


While we were operating in the South Pacific 


islands, we realised there was a common thread: 
most of them were developing economies. We 
became a little more ambitious and decided to 
move into developed markets. We entered 
Australia and | must say we fell flat on our face. 
The main problem with developed markets is 
that thev grow verv slowly. It is difficult for a new 
plaver to carve out a niche. 


When did the need arise to rope in Booz-Allen 
Hamilton as you did in the early 1990s? 

We had grown fairly well and while the topline 
grew, the bottomline didn't grow the way it was 
expected to. It was time to do some introspection 
and we saw good growth opportunities in neigh- 
boring markets. So we thought of getting some in- 
dependent counsel and hired a consultant for the 
first time in our history. 


What was the underlying philosophy when you decided 
to venture abroad? 

The Indian market was growing at a limited pace, 
and with the cash flows we were generating 
and the kind of manpower we emploved in 
India, we had to offer more and more chal- 
lenges for our employees. That could be done 


UIRE SOME MORE _ 











autonomously run by the regional heads. Over 
the last two years, post Asian Paints’ acquisition, ef- 
forts have been made to turn around the operations 
and in the first six months of 2003, it posted a profit 
of Rs 2.5 crore, on revenues of Rs 125.7 crore and 
is expected to end the year with net profits. 
However, the challenge lies in HR management. 
While Asian Paints did not lay off employees at the 
acquired units, it has had to ensure that all its em- 
ployees appreciate similar values. “Our core values 
like entrepreneurship, trust, continuous improve- 
ment, and responsibility can mean different things 
to different people, but it must mean the same 
across the organisation,” says Vivek Patwardhan, 
Vice President (HR). “The key challenges are in 
the area of managing performance and culture.” The 
core team at Asian Paints is suddenly finding the 
need to adapt to local cultures to run the local 
units effectively. A 27-page introductory booklet for 
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Oman, which managers are supposed to carry 
while visiting the country, warns people about 
speaking about the family or politics and lists 
horses, falcons, and fishing as better topics of dis- 
cussion. À manager in Thailand was stunned when 
he was offered, “dancing prawns” for lunch, but as 
he later wrote to the company, “after the lunch, | 
realised I had taken a big step towards accept- 
ance." To become a truly multinational company, 
senior management believes that it's important to in- 
tegrate the company's workforce. *The biggest 
challenge is integrating people," says Ashwin Dani. 
"We have to make them think or work the way the 
parent company thinks or work." 


THE WAY AHEAD 
Asian Paints’ strategy for international acquisitions 
has been fairly conservative. The BIL acquisition took 
place after three vears of negotiation and it was 





only by getting into new geographies. 


What are the key aspects you look at when you enter 
a new market? 

The market should keep on growing by at least 
5-8 per cent. The competition should be such 
that there is a possibility of us being among the top 
three paint companies within five vears. 


How did you go about preparing your company before 
its string of acquisitions? 

We focussed on developing our own R&D 
capabilities. We recruited the best talent avail- 
able in the country. And we were self-reliant 
when it came to technology in the paints busi- 
ness. The biggest issue for us was identifving the 
right companies for acquisition, exploring the 
possibility of turning them around, and work- 
ing out how to get in at the right price. 


When you joined the company, did you expect it 
would one day boast this kind of reach? 

| had not expected that we would grow so much 
outside in India. But nothing succeeds like success. 
We are debating whether we should continue with 
the name Asian Paints (India) Ltd or drop India. 





Now that you have acquired a couple of companies, 
what are the big challenges ahead? 

The biggest challenge is integrating people. That's 
what we are busy with. When we acquired com- 
panies, we retained its people; even their CEOs 
were retained. We have always respected people 
with the right capabilities. 


Are we going to see more acquisitions in the future? 
We will have to acquire some more companies, but 
for the next two to three years, we will not be get- 
ting into new geographies. 





similar in the case of SCIB. In fact, in Egypt, the 
company had planned to acquire the country's 
largest paint-maker, the government-owned Pachin, 
but finally had to settle for the fifth largest player in 
the market. Its patience has paid off, as the company 
got the assets at the prices at which it wanted 
them. "The capability of the management is amply 
reflected in the fact that it has acquired the com- 
panies at attractive valuations and have turned 
around the operations without destabilising the 
Indian operations," says Doshi. He, however, adds 
, that “the company has been too risk averse and 
could have grown a little faster". 

While Asian Paints is a market leader in 10 
countries, most of these are what an analvst terms 
“inconsequential island business" where the mar- 
gins may be large, but the volumes are low. Its 
weakest link is in large growing markets like 
Thailand, Singapore, Malaysia, and China, where 


it has marginal presence and faces strong compe- 
tition. Sandeep Bhatia, Executive Director & 
Head of Research, UBS Warburg Securities India 
Pvt. Ltd says, “India will be the focus for the 
company and in foreseeable tuture growth lies in 
India.” But Omkar Goswami, former Chief 
Economist, СІ, argues that “the DNA of the com- 
pany is changing and it is the phase where a cater- 
pillar is turning a butterfly”. 

Asian Paints is still hungry for more acquisitions. 
“We are looking forward for more acquisitions, but 
wouldn’t be entering new markets. Rather, we look 
forward to consolidating our position in the mar- 
kets we are already present in,” says Ashwin Dani. 
Acquiring Taubmans Paints in Fiji in September 
2003 is just a reflection of this strategy. Five years 
back, Asian Paints wanted to be counted among the 
top 10 decorative paint companies in the world. 
Now, it wants to be among the top five. @ 
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WITH LITTLE FUSS, 

THE DELHI-BASED MAKER 
OF CD AND DVD BLANKS 
HAS BECOME ONE OF 
THE TOP GLOBAL 
PLAYERS. HOW DID 

IT DO IT? BY KEEPING 
AN EAGLE EYE ON 
INDUSTRY TRENDS AND 
WATCHING ITS COSTS. 
NOW, IT WANTS TO 
PUSH ITS DISCS IN 
AMERICA IN A BIG WAY. 


BY SAHAD P.V. 


HEN IT WAS LAUNCHED IN 177 
Hollvwood refused to accept 
Steven Spielberg was reluctant to re- 
lease his titles in this format. 





Production company | ream Works 
hesitatingly adopted this technology. Now, seven 


Savvy ipii gen Mosi 
ED Ratul Puri (extren 
CMD | JPP 7 (extreme nent) 


years later, the fortunes of the digital ve S disc (DA 
have turned around to emerge as the preferred format 


flank their top team for media storage. For Hollywood studios, faced 





with grim box-office takings, It is a comeback ot 
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sorts through home entertainment. “It is clear to 
everyone now that without the creation of DVD, 
Hollywood’s moviemaking machine would have 
virtually collapsed,” Columbia TriStar Home 
Entertainment President Benjamin Feingold re- 
cently told Hollywood Reporter, an industry 
newspaper. Revenues from home video sales 
have tripled from about $4.6 billion in 1997 
(DVD sales accounted for about $100 million) to 
$14.3 billion for 2003. Not surprisingly, demand 
for recordable DVDS (bvbRs) are exploding in 
Hollywood and elsewhere. 


EXPANDING CAPACITIES 
More than 10,000 kms away trom Hollywood, in 
Delhi, on a cold mid-January morning this year, 
Moser Baer India (MBI), an optical media storage 
manufacturer, quietly sent out a communication 
to the Bombay Stock Exchange, informing it of its 
plans to raise fresh equity of $149 million, or Rs 
675 crore, from Warburg Pincus, a leading pri- 
vate equity firm. MBI wanted to use this money to 
ramp up its manufacturing facilities for CDRS and 
DVDRs. Not many took notice of it. Pink papers 
pushed the news to the inside pages. The stock- 
market blinked, despite the GDR issue being 
priced at Rs 336 a share, a mere | per cent dis- 
count to the then prevailing market price, while 
normally such deals are done at a discount of 5 
per cent. But Deepak Puri, Chairman and 
Managing Director of MBI, is not bothered. 
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Because he is putting money where his mouth is. 

Puri, who started off manufacturing alu- 
minium conductors and cables in West Bengal, 
moved to Delhi in the early 1980s after labour 
unrest in the communist ruled state. In 1983, he 
set up a Joint venture with a Swiss company Moser 
Baer to make high technology time keeping 
machines. The ЈУ didn't take off, but Puri retained 
the company name and diversified into the pro- 
duction and distribution of floppy disks (it was 
tive-and-half-inch floppy disks then). By 1998-99, 
it embarked on the manufacture of CDRS. And now 
MBI is the world’s third largest manufacturer of 
CDRs, after two Taiwanese companies Ritek and 
CMC, which control 70 per cent of the global CDR 
market. MBI, which has a global marketshare of 18 
per cent in CDRS, is the OEM supplier to 11 of the 12 
leading global media brands like Sony, Imation, 
and Maxell. And the company is in the process of 
signing up the 12th brand too. 

Puri's optimism, however, is based not so 
much on the fact that MBI is a leader in the $10.8- 
billion CDR market, which is growing at 25 per 
cent annually. Rather, his optimism stems from 
the fact that the DVDR would be the dominating 
media storage in the coming vears, with demand 
expected to rise to over 7 billion units in 2006 
from 675 million units in 2003 (in 2002, it was 
125 million units). The new expansion plans are int- 
ended to improve the company's share in the fast- 
growing DVDR market from the current 10 per cent 


HOW GLOBAL? 


2002-03 | 2003-04 (NINE MONTHS) 
SALES": 1,066.08 11419 
NET PROFIT’: 237.27 7509 
EXPORTS/OVERSEAS REVENUES: 85% of sales 


OFFICES IN: India, USA, Europe, Japan 
MANUFACTURING FACILITIES IN: India 
WORKFORCE IN INDIA: Over 4,000 

WORKFORCE OUTSIDE INDIA : N.A. 

NUMBER OF NATIONALITIES IN WORKFORCE : N.A. 
OVERSEAS LISTINGS: None 


NUMBER OF NATIONALITIES REPRESENTED IN BOARD OF DIRECTORS. Two 
(Indian and Swiss) 
OVERSEAS ACQUISITIONS: None 


* Figures in Rs crore N.A.: Not Applicable 


MBI'S COST ADVANTAGE COMES FROM THE FACT THAT 


IT HAS BEEN ABLE TO PUT IN CAPACITY ON THE 
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to 20 per cent over next 15-18 months. In the 
company's manufacturing plant in Greater Noida, 
there are 30-odd labs dedicated го DVDS. Its R&D 
department has some 10,000 drives for testing and 
new product development. 


MBI's entry into the DVDRs at an early stage of 


the product lifecycle will allow it to capture a 
larger marketshare than what it has managed in 
the CDR segment. At what stage of the product 
lifecycle one enters is very important. For 
instance, the company was late in the product 
cycle for three-and-half inch floppy discs. By the 
time it became the world's fifth largest floppy 
disc manufacturer, the technology had started 
changing and optical media storage like CDRs 
gained currency. “But in DVD, we are pretty much 
on time," says Ratul Puri, Executive Director and 
Deepak Puri’s son. “In the next five years, the 
market for DVDRS will be bigger than the Indian 
pharma industry." In 2004-05, the company 
expects sales of DVDs to reach 25 per cent of its 
total revenues from the current 18 per cent. 
What may also drive the demand for DVDRs is 
the declining prices of drives and DVDRS and the 


adoption of the Universal Disc Format, which 
allows DVDRs to play on any computer and accom- 
modate writeable and rewriteable variants. A DVD 
drive is now available for less than $100, which has 
increased its aftordability. Also, DVDR prices have 
come down from $5-10 in 2001 to $1-2 currently, 
while a further 20-25 per cent reduction is 
expected in the medium term. This pricing pres 
sure might affect operating margins in the short 
run, but it's likeh to be offset bv cost reduction on 
account of economies of scale and large growth in 
volumes. In CDRS too, the prices had come down 
trom a high of 40-50 cents five vears ago to 23-24 
cents now, but that has only expanded the market. 
MBI's cost advantage (compared to its global 
competitors) comes from the fact that it has been 
able to put in capacity on the ground at à much 
lower cost. For instance, a 1.5 million-sq ft site in 
Greater Noida was built in a record five-and-a 
half months. Its plant and machinery are also 
locally built and less expensive. In 2001, when 
MBI was expanding its manufacturing capacity ol 
optical media, it did the job for only $180 million 
against the targeted $220 million. The cost savings 
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“WE HAVE ТО BE AHEAD OF THE PACK”  — 


Starting from scratch in CDRs in 1998-99, Deepak Puri’s Moser Baer has become one of the 
biggest manufacturers. Now, the Delhi-based company wants to grow bigger still, says Puri to 


BT's Sahad P.V. Excerpts: 


What are the global markets that 
you are looking at? 

We are present in 82 countries 
and 80 per cent of the produc- 
tion is exported. Seventy per 
cent of our sales is equally di- 
vided between the US and 
Europe, but we will be expand- 
ing our sales in the former, 
which expanded from 5 per cent 
in 2001-02 to 33 per cent cur- 
rently. This is an intentional 
move by us to mitigate risks of 
extremely protective regime in 
Europe. There were four anti- 
dumping cases against MBI and 
we won all of them. That's part 
of our global strategy. The US is 
more attractive. 


What is your chosen model of busi- 
ness and why? 


Ours is an OEM model. This 
means we will not enter the re- 
tail market globally. We will 
produce for the companies who 
own the brand—for instance, 
large MNCs like Sony, Maxell, 
TDK, Mitsubishi, Imation and 
so on. Currently we cater to 11 
of the 12 top brands and we 
are in the process of acquiring 
our 12th customer. 


Why is it important to spread your 
customer base? 

We will never be the number 
one supplier to anybody (MBI is 
the single largest supplier to 
only one company in the US), 
because, if you supply more 
than 80 per cent of a company's 
requirements, then you will be 
under tremendous scrutiny. 








Every organisation has sup- 
м 
porters and disbelievers. 


How do you deal with cyclicality in 
your business? 

The demand and supply is cycli- 
cal from the point of view of 
seasonality. For instance, when 
there are holiday seasons in 
Europe—in June, July and 
August—the demand falls. We 
used to have serious problems 
two years ago as we were sitting 
on inventory with 80 per cent of 
our products going to Europe. 
So we had to sell to low-vol- 
ume and low-priced buyers. 
Today, we export to the US, 
which helps us beat the holiday 
seasons in other geographies. 


How is the global demand-supply 








have helped the company scale up faster to a 
capacity of 1.8 billion units a year. So far MBI has 
invested about Rs 3,000 crore—mostly in the last 
three years—for the manufacture of CDRS and 
DVDRSs. It also took advantage of the cyclicality of 
the demand for the product. "We started 
installing the capacity when the industry was in 
the negative cycle. But it came on stream when 
the industry was on the upturn,” says Ratul. The 
result is a 23 per cent return on capital, impres- 
sive by any industry measure. 

What makes мю truly global is that it has 


presence in 82 countries and about 85 per cent of 
the company's sales are exported. Europe used to 
account for more than half of мвгѕ exports, but 
now its share is down to 35 per cent because the 
company is increasing its focus on the US market. 
From a mere 5 per cent in 2001, US now accounts 
for as much as Europe of МВ revenues. A big part 
of the reason for the big push in the US is the four 
anti-dumping cases that the European Commission 
slapped on MBI in 2002. Although the company has 
won all the cases, it recognised the need to reduce 
its dependence on Europe. “A diversified export 


WHAT MAKES MOSER BAER TRULY GLOBAL IS THAT IT HAS 
PRESENCE IN 82 COUNTRIES AND ABOUT 85 PER CENT 


~ a س‎ 


OF THE COMPANY'S DISCS ARE EXPORTED 


трн EEUU PUR t 
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scenario right now? 

There is no supply shortage. 
But, remember one thing, com 
panies prefer to go and buy only 
from approved vendors. 
Companies like Sony have only 
three or four approved vendors. 
It will take not less than six 
months to qualify as a vendor. lt 
took us about two vears to qual 
ify as a vendor for Imation. 
Then the cost of agreement. It 
cost us about a million dollars as 
legal fee alone. Thev have strict 
guidelines on procurement also. 


Why is the business dominated 
by only three companies? 

That's because of the changing 
technology and the capital-in- 
tensive nature of the business. 
The molecule of the dye 
changes quite often. Suddenly, 


NVAIA 


there is a new molecule and a 
new format. Here we have to be 
ahead of the pack. 


Най 





basket is necessary to hedge against (Europe's) pro- 
tectionist tendencies,” says Chairman Puri. 

If мвг’ѕ financial performance is anything to 
go by, then it's one of the fastest growing compa- 
nies in the country. Its sales increased by 56 per 
cent from Rs 680.56 crore in 2002 to Rs 1,048.49 
crore in 2003. However, its net profits grew only 
10 per cent from Rs 215.8 crore in 2002 to 
237.27 crore in 2003, largely due to high depre- 
ciation costs. But the net earnings for the first 
nine months of 2003-04 have already surpassed 
that of the full year of 2002-03. The earnings per 
share for the nine-month period ending 
December 31, 2003, rose to Rs 25.9 compared to 
Rs 16.6 during the same period last year. The 
company's debt-equity ratio stands at 1:1, but 
after raising Rs 675 crore in the form of fresh 
equity, the company would be able to leverage 
more debt for funding its expansion plans. 

Although analysts view its rising debt as an 
area of concern, MBI is on a strong wicket because 


of its unique position in the optical media storage 
business and also because of its ability to adapt to 
changing technologies. The industry is pricey. 
One, it's a highly capital-intensive business as it 
needs a minimum of $300-3500 million in just 
plant and machinery. Second, the efforts going 
into the acquisition of a customer are huge and 
the due diligence process can go on for a c ире о! 
years. Says Puri: “It took us more than two years 
to acquire Imation Corp. as a customer.” Then, 
most importantly, the existence of a very large 
base of legacy drives (about 2 billion) will not 
allow new entrants to skip technology and intro 
duce new manufacturing facilities. Finally, MBI 
has a manufacturing system that is fungible 
between CDRs and руркѕ and that gives it the flex 
ibility to act according to the changing demand- 
supply scenario. Add to all that the relentless drive 
of the Puris, who have reinvented MBI twice over 
as a manufacturer of the bleeding edge blue ray 
discs, and you have a global winner. @ 
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ENERGY 





THE NEW 


IMPERATIVE 





BUYING ASSETS ABROAD, AS MUCH AS BOOSTING OIL 
PRODUCTION DOMESTICALLY, IS THE WAY TO GO. 


VERY YEAR, THE SINGLI 

biggest item on India’s 

import bill is crude oil. 

Last vear alone, the 

country spent $18.2 
billion on buying 90.7 million 
tonnes of global crude. This year, 
the bill will be higher still, simply 
because oil prices have been ris- 
ing. It's a no-brainer that higher 
energy prices mean higher costs 
for just about everything in the 
economy. And in an era where 
competition is global, dearer in- 
puts would make Indian indus- 
tries less competitive. 

A big reason why India is so 
overwhelmingly dependent on 
imported oil is its lack of energy 
assets. Rather, the country has 
not bothered to develop its own 
energy resources with any 
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concerted effort—Uuntil recently. 
Over the last four vears, India 
has become self-sufficient in re- 
fining, and made greater invest- 
ment in exploration. The initial 
results have been encouraging. In 


January this year, Cairn Energy 


announced the discovery of oil in 
Barmer, Rajasthan. According 
to the company’s estimates, the 
oil well could have reserves any- 
where between 450 million bar- 
rels and 1,150 million barrels. 
The Reliance Industries-Niko 
Resources combine has also been 
successful in striking gas in its 
Krishna-Godavari basin. The 
block, the companies estimate, 
could produce 35 to 40 million 
cubic metres per day of gas for 
about 20 years, making it the 
world’s biggest gas find. ONGC, 


which accounts for 84 per cent 
of all oil and gas produced in 
the country, has been on an 
overdrive since the arrival of its 
new Chairman and Managing 
Director, Subir Raha. Its ambi- 
tious Sagar Samriddhi project 
has set itself the goal of adding 4 
billion tonnes oil equivalent from 
deep water exploration. 

The recent oil and gas finds 
wouldn't have been possible 
without the New Exploration 
Licensing Policy introduced by 
the government in 1998. Until 
then, just 22 blocks had been 
offered for exploration. But in 
just four rounds of bidding since 
then, 91 blocks have been given 
out for exploration and devel- 
opment. According to the Direc- 
torate General of Hydr carbons, 

































an estimated $8 billion (K 
15 200 crore) could he invested iı 
oil and gas exploration in India 
By some estimates, India vil 
consume some 3 t million barre! 
of oil and 1.6 trillion cubic feet 
gas hv 2010. Where wil il that 
come from? A lot of it will con 
tinue to be imported, but the go 
ernment is hoping that a signil 
cant part of the demand can | 
met locally. Anothe! option ti 
E- TU Ea energy companies like ONG! and 
p i T * > ae GAIL are be ginning to tap IS 
buying energy assets oversea 
ONGC, for example, has acquired 
(through ONGC Videsh) stakes it 
oil fields in Sudan and Russia 


Some significant progres 
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OIL AND NATURAL GAS CORPORATION 





IN JUST THE LAST TWO YEARS, ONGC HAS EMERGED 
INDIA'S MOST VALUABLE COMPANY WITH A 
MARKET CAPITALISATION OF RS 1,22,000 CRORE. 
NOW IT WANTS TO BUILD BIGGER ENERGY 

ASSETS, BOTH IN INDIA AND ABROAD. 


BY ASHISH GUPTA 


l TOOK JUST 11 MINUTES Ol BIDDING TO GARNER 

the targeted Rs 10,000 crore, helped by 
strong rumours that the legendary American 
investor Warren Buffett had, for the first 
time, forked out nearly $1 billion for the 
shares of an Indian company (Buffett squashed 
the rumours soon after). It was yet another record 
for India’s most valuable company, Oil and Natural 
Gas Corporation (ONGC), which has already become 
No. 1 for two years in a row as India's biggest 
wealth creator as ranked by BT and Stern Stewart. 
"It's a pleasant surprise," is all that ONGC's 
Chairman Subir Raha said in reaction to the initial 
public offer (РО) getting oversubscribed 2.8 times. 
But for the 55-year-old silver-maned Raha, 
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whose term comes to an end only in May 2008, 
it also meant a lot of other things. First, it was a 
clear indication of the renewed confidence of 
the market in the company's fundamentals and his 
own management capabilities. It also put paid 
to the lurking fear of a “so-called” bear cartel ham- 
mering down the ONGC scrip just before being 
listed. Incidentally, on March 5, when the bids 
opened, the stock opened at Rs 763 and closed at 
Rs 802.25. On March 9, it closed at Rs 837.60. 
Currently, it is at Rs 856.60. 

For most investors, despite the recent hiccups in 
the stockmarkets, ONGC has always been a good 
buy, especially after Raha's entry. A company that 
pays 140 per cent dividend, with profits of more 
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“OUR COMPETITION HAS BECOME GLOBAL” — 


Just seven days before his company's initial public offering, and the country's biggest, was to hit the 
market, the 55-year-old chain-smoking Chairman of ONGC, Subir Raha, seemed a rather confident 
man despite the drubbing that the shares of GAIL and IPCL were receiving. Ask him whether he was 
worried about the bear attack, and he answers, "Me worry? Never," and rattles out hundreds of 
reasons for the success of his company's IPO. He took time off from his busy schedule to speak to BT's 
Ashish Gupta on the future of the company. Excerpts: 


How does it feel to be the head of 
India's most valuable and prof- 
itable company? 

(Laughs) Being with ONGC pres- 
ents us with with huge oppor- 
tunities and challenges. But if 
our margins are high, then our 
risks too are very high. The risk 
of failure can be as high as 100 
per cent if we hit a dry well. 
We have mindboggling re- 
sources, technology and intel- 
lectual capital and cash worth Rs 
7.200 crore in the bank. The 
challenge is how to convert the 
resources into wealth and value 
for investors and customers. 


What's your retail plan? Are you 
setting up petrol pumps? 

You should see the first ONGC 
petrol pump in 2004-05. But 





we are working on building our 
brand equity since the market is 
already too crowded. We have 
to offer something different for 
people to come to our petrol 
pumps since we are in the com- 
modity business. We are looking 
for good locations and build- 
ing up a supply chain. 


Since you don't have the right to 
export crude, is that impacting 
your pricing? 

Since we don't have the free- 
dom to choose our buyers, ! 
don't get as much value for my 
crude as I could. The two key 
determinants of crude are the 
sulphur content and its density. 
Hundred per cent of the fuel 
that ONGC produces is sweet 
(less sulphur content) and 85 


per cent is light. So our crude is 
ideal for high end products like 
petrol and petrochem. But 
Indian refineries operate on the 
diesel mode because 45 per cent 
of domestic oil consumpti n Is 
diesel. But if we were allowed 
to sell directly, we could get 
higher prices. 


Are you happy with the perform- 
ance of your overseas venture— 
ONGC Videsh? 

| must say that I am pleasantly 
surprised with the performance 
our joint ventures abroad. In 
fact, we believe that by 2015, 
our overseas production of 
crude will exceed our domes- 
tic production simply because 
India has only around 5 per 
cent of the total global crude. 


than Rs 10,000 crore and sales of Rs 36,706 crore, 
and which produces nearly 85 per cent of the 
country's crude and natural gas, can hardly be de- 
scribed as a laggard. 

But that’s not the only reason why the IPO has at- 
tracted such an overwhelming response. ONGC has 
not been content to rest on its laurels after achiev- 
ing its numero uno position in the exploration 


and production field. It has diversified into the 
more profitable downstream sector to achieve ver- 
tical integration. By acquiring a 71.6 per cent stake 
in Mangalore Refinery and Petrochemical Limited 
(MRPL), the company has acquired a refining capacity 
of 200,000 barrels per day. Ti „day, the refinery is 
working at 110 per cent of its capacity. 

There have been other acquisitions too to 


THE BIGGEST CHALLENGE LAY NOT IN REDRAWING THE 
CORPORATION’S PROFILE, BUT IN BRINGING ABOUT 
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boost investor confidence. By acquiring a 23 per 


cent equity stake in Petronet MHB Limited. ONGI 
has become a part-owner and operator of the 
Mangalore-Hassan-Bangalore pipeline, it has en- 
sured that its gas supplies find an easy market in 
and around the bustling city of Bangalore. If liqui- 
fied natural gas (LNG) is to be the fuel of the future, 
then ONGC does not want to lose out on the op- 
portunity. It has already taken 12.5 per cent equity 
in Petronet LNG, a joint venture company that 
will build and operate an LNG terminal in Dahej. 
Even marketing of petroleum products—motor 
spirit and high-speed diesel—has not escaped 
ONGC's radar. Along with five other companies— 
Shell, Reliance, Essar, MRPL and Numaligarh 
Refineries—it has already received clearance from 
the government to establish 1,100 retail outlets. 
plus another 500 retail outlets of МЕР. 


Moreover, expects to produce 
ind gas by 


In 2001. oy 


20 million tonnes OF orl 
2010-1 | itself. 


only one overseas field in Vietnam. 


had 


Гоаау, we have properties in eight 
countries. And of our $4 billion 
committed investment, we have al 


ready invested $3 billion in Ол 


How do you see the Indian energy de- 
mand scenario vis-a-vis the global one? 
here has been a significant spurt in 
petroleum products consumption 
In India over the last 10 yCars—a 
compounded growth rate of 6 pei 
cent (ending December 2003) com 
pared to 1.5 per cent growth glob 
ally. But that growth seems to hav: 
petered out with energy consump 
uon growing by only 3 per cent 
nd 2003. 


have been much to do with th 


between 2000 a [hat ma 


slower pace of industrialisation. 
But with the growth momentum 
picking up, we are likely [O see an 
5 to 9 per cent growth in consump 
tion of petroleum products in the 
near future, with global demand 


growing about 5 to 6 per cent. 


A GLOBAL HUNT 
Of much greater significance is the c impany's арр 
ressive strategy to build up international energv a: 
sets through its wholly-owned subsidiary, ONG( 
Videsh Ltd (ovi. It is alread engaged in the ex 
ploration, development, and production of crude oil 
and natural gas in eight foreign countries: lı iq, Iran, 
Sudan, Vietnam, Myanmar, Syria, Libya. and 
Russia. As Raha himself points out, “ONGC has 
ventured into more difficult and hostile environ 
ment, both politically and geographically, where ex 
ploration, production and deve lopment will bi 
more technologically challenging and expensive." 
ind ha: 
committed itself to another $1 billion. In fact. 
Sakhalin (Russia) is expected to go onstream in 
mid-2005 and Raha expects a 
million tonnes of oil from this Russian field 


ONGC has invested $3 billion in OVI 


production of 5 
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ONGC’s total crude output following that should 
touch 33 to 34 million tonnes. 

The “ONGC shining” story is a relatively new 
one. Crude production from Bombay High has 
been on a decline—down from 17.87 million ton- 
nes in 1990-91 to 11.64 million tonnes currently. 
While the gas to oil production ratio should have 
been 80:1, it had touched 400:1, which led to 
the decline of this field in the later years. 
Compounding the problem was a virtual halt to its 
exploration activities, its bread and butter business, 
which affected its long-term prospects. No wonder 
then, the chorus for its privatisation reached a 
crescendo in the late 19905, 

After taking over in May 2001, Raha launched 
a massive programme to redevelop Bombay High 
(now called Mumbai High), in two phases at a cost 
of Rs 8,129 crore. The first phase was launched in 
January 2001 and the second in October 2001. 
The results showed up soon after. In the second 
week of March last vear, Mumbai High produced 
a record-breaking 2.59 lakh barrels of crude per 
day, the highest in the last five years and there has 
been no looking back since then. Such is the hope 
and optimism that the company has revised its tar- 
get for Mumbai High to 1 million tonnes of out- 
put per month. And in the next couple of years, the 
exploration block should easily touch 1.25 million 
tonnes per month because of advances in drilling 
technology. As Raha admits candidly: “ONGC had 
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reached a stage where it could not afford to stag- 
nate: it either had to grow or fall by the wayside." 


CORE OBJECTIVES 

With ONGC turning around, the clamour for its pri- 
vatisation has died too. Raha, moreover, has iden- 
tified three core objectives for ONGC, which he 
believes would help in the company's turnaround 
by 2020 and put it in the same league as the 
Fxxon Mobils and BP Amcos of the world. First, he 
wants to double the current reserves from 5.77 bil- 
lion tonnes of oil and oil equivalent gas to 12 bil- 
lion tonnes, with the additional 6 billion coming 
from both deep sea (4 billion) and assets onshore 
abroad. Two, enhance the recovery level from 
the current 26 per cent to 40 per cent. Finally, 
source 20 million tonnes of oil and gas trom equity 
assets abroad. Targets that, Raha says, are clearly 
achievable and not merely a statement of wish. 

Not content with this, Raha, a telecom engineer 
from Jadavpur University, came up with a 
“Corporate Rejuvenation Campaign —a more es- 
oteric term for corporate restructuring—to revitalise 
the moribund ONGC. The basic idea was to trans- 
form ONGC from a slow-moving, procedure- and 
rule-bound organisation to a more goal-oriented, ac- 
countable, and responsive organisation. Such a 
revitalisation could only come from greater dele- 
gation of power and responsibility to the officials. 
Thus, officers who were not permitted to sanction 


HOW GLOBAL? 


2002-03 | 2003-04 (NINE MONTHS) 
34,6907 240518 


10,529.3 6,670.7 


REVENUES FROM OVERSEAS /EXPORTS* N.A 63 


OFFICES IN: India and eight other countries 


MANUFACTURING FACILITIES IN: Renukoot, Renusagar, Dahej, Hirakud, Belur, Belgaum, 
Alupuram and Australia 


WORKFORCE IN INDIA: 38,002 

WORKFORCE OUTSIDE INDIA: 150 

NUMBER OF NATIONALITIES IN WORKFORCE: Indian only 
OVERSEAS LISTINGS: None 

NUMBER OF NATIONALITIES IN BOARD: Indian only 


OVERSEAS ACQUISITIONS: JVs/partnerships for overseas production, exploration and 
development in Libya, Sudan, Syria, Iraq, Myanmar and Vietnam 


* Figures in Rs crore 
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THE BASIC IDEA OF THE REJUVENATION CAMPAIGN WAS 
TO TRANSFORM ONGC INTO A MORE GOAL-ORIENTED, 
ACCOUNTABLE, AND RESPONSIVE ORGANISATION 


more than Rs 5 crore were now allowed to go up to 
Rs 25 crore and no longer required the headquar- 
ters’ approval for every project. “While, on the 
one hand, it meant that officers had more author- 
ity to get their work sanctioned, it also meant that 
they could not hide their incompetence behind 
the cloak of delay,” explains Raha. 

On August 14, 2002, on ONGC Day, Raha 
announced a new theme “Well flowing well” to im- 
press upon the employees the importance of each 
oil well and the need to treat each well as a separate 
profit centre. Each well, after all, costs anywhere be- 
tween Rs 5 crore and Rs 20 crore. Thus, if a well 
does not perform as efficiently as it should, it 
would mean idling of investment. “For any oil 
company, the key challenge in production is to 
see that every well that has been drilled, whether it 
is for production, improved recovery or water in- 
jection, performs to its best capacity in the given or- 
ganisation,” says Raha. And from the exploration 
point of view, the issue is to keep establishing 
more reserves than the company can produce, to 
have a positive reserves accretion and, therefore, 
greater securitisation of growth. 

However, the biggest challenge lay not in re- 
drawing the corporation profile, but in bringing 
about a change in the mindset of the people—a dit- 
ferent work culture and ethic in the organisation. 
Doing so meant involving the people in the day-to 
day working, making them an integral part of the 
organisation, and ensuring complete transparency 
in the functioning of the corporation. ONGC opened 
an internal website and launched а CMb’s forum to 
get feedback from all employees and open a direct 
line of communication from bottom to top. 

To help achieve these strategic objectives, Raha 
not only launched a massive programme to upgrade 
information technology and communications, but 
also sanctioned Rs 1,800 crore in investment to up- 
grade most of the machinery over the next three 
vears. These include high-speed computers, ad- 
vanced software, drilling rigs etc. The idea was 
not to allow ONGC's funds to lie idle in banks, but 
tO create assets out of it. 
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Financial re-engineering has not escaped Raha's 
notice either. Last year, the corporation man- 
aged to reduce its corporate tax by about Rs 700 
crore (bv depositing Rs 1,800 crore in State Bank 
of India for Site Restoration Fund) and saved 
another Rs 300 crore by way of interest by pre- 
paving foreign currency loans taken from the 
International Monetary Fund and the World 
Bank. Total savings: Rs 1,000 crore. Today, ONC« 
has become a. debt-free company. 

But Raha's biggest gamble is in the high-cost, 
high-risk area of deep sea drilling. Despite the 
lack of experience and expertise and the expense 
involved, Raha plans to sink in nearly $1.5 million 
per day in deep-sea drilling, with 25 shallow water 
rigs, two deep water wells, support vessels, and hel- 
icopters and that too at a depth of 2.5 kms. 
Questions about the feasibility of such projects 
do not bother Raha, Says he: *Of course, we are 
entering a high-risk area, but we are doing so be- 
cause the data and our prior knowledge tells us that 
this would be a profitable venture." ONGC will be 
sourcing technology, expertise, and setting up 
multidisciplinary teams. In fact, it has been work- 
ing on this project for more than a year now. 
Says Satyam Agarwal, analyst at Motilal Oswal 
Securities: “Given its track record over the past few 
months, ONGC has proved that it is now better 
able to read and manage its production growth 
risks. However, this will now have to be sup- 
ported by tangible delivery.” 

To be sure, ONGC has its share of failures too. 
For example, the company has been carrying out 
major onshore exploration activities in Saurashtra, 
the Bengal Basin, and the Ganga Basin without 
any commercial success so far. Similarly, OVL, along 
with its joint venture partners, conducted explo- 
ration in the early 1990s in Egypt, Tunisia, and 
Yemen, but commercial success eluded it. But Lalit 
Ahluwalia, Director and Head of Oil and Gas at 
Ernst & Young, believes that by becoming a verti- 
cally integrated company, ONGC will be able to 
earn higher price-earning ratio, which will be 
looked upon favourably by pure investors. E 
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Presenting an air conditioning technology 
which all other air conditioners will look up to. 


The technologically advanced Whisen is here to create a revolution in air conditioners. 
in fact, its superiority over the present players brings about a lack of competition. 
But with the cutting edge technology that we have, this comes as no surprise 
Compliment this with great looks, and you have the finest that air conditioning has to offer. 
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Corporate Office: Plot No. 51, Udyog Vihar, Surajpur-Kasna Road, Greater Noida, UP. Tel.: 0120-2560900 Fax: 0120-2569957 
Customer Helpline: whisen@lgezbuy.com e Service: www.Igservice.com e Online Buying: www. |gezbuy.com 





